


October, 1935 


Controller 


Published by 


Controllers Institute of America 








IN THIS ISSUE 


What Is Most Satisfactory Form of 
Reports to Stockholders? 


By PRoFrssoR THOMAS H. SANDERS 


Today's Picture of What Securities 
Commission Is Doing and 
Planning 


By HONORABLE RoBerT E. HEALY 


Conservative Yet Progressive Pro- 


gram Promised for Controllers 


By Ropney S. DurKe! 











VOL. II, NO. 9 PRICE 50 CENTS 





GREATEST 

SIX M 

N 

OW FOLLOWS nl 


ROYAL’S ENTIRE HISTORY! 


n UNP:! ARALLE Lt p DE MAND has estab- Comfort ct the finget-UP nerves: 
a9 the New Zasy-W riting "Rosa as the These ane any other exclusive Royal 
W orld’s Fine Type of. erts agree advances | operator to ~— 
i os re is based upon finer tyP! ing fastet and at lower ¢ 
construction. your own office. = en ympare th ne wy ork! 


superior ity ) S12 
T ouch C ontrol, exclusive wit » New Roy al, 
he ope’ rator instantly n ua ROY AL TYPEW RITE RC OMP ANY. ING. 
ize the ty touch. - - Shift 2 park avenue. New york City 
Freedom eli »5 the and bans ; of old- 

_ Finget Branches and Agencies the World Over 


fashioned © DINE 


pe opmits t 


Soar! July reaches new level - °° far exceeds all other Julys 


Royal's U.S. sales continue to 




























The 


Controller 








VOL. III 


OCTOBER, 1935 





AID a careful observer of business and technical 
developments and movements recently: “When 
the controllers of business concerns have been 
welded together more closely, and begin to function 
as a unit, seeing eye to eye their mutual problems 
and opportunities, they should be able to perform a 
most useful service in many ways for American 
business.” 

This observer must be complimented on the sound 
conclusion which he has reached. He made no at- 
tempt to measure the progress that already has been 
made in the welding of controllers, and it was not 
necessary to do so, as controllers themselves know 
of it. It is indisputable that, as the national organi- 
zation of controllers puts more years behind it and 
grows in numbers and strength; as it develops a 
spirit of unity of purpose among controllers, the 
men who are in this field will indeed find it within 
their power to perform larger and better tasks, to 
accomplish specific things of greater moment, and 
to contribute more largely of their experience and 
judgment, than in the past, to the end that Ameri- 
can business may be protected and strengthened 
with respect to many matters and procedures which 
are now in an unsettled or exposed position. 


Lditortal Comment 


The rapid devélopment of a controllers’ program 
during the past four years, and the even more posi- 
tive and speedy creation and advancement of a 
spirit of singleness of purpose among controllers, 
truly promise much in the way of added service to 
business. More and more men of controllership 
grade are becoming conscious of this opportunity 
and are being drawn to the controllers’ standard. 


With a due measure of modesty, and without 
overstepping the bounds of propriety, we feel that 
we should draw special attention to the contents of 
this issue of THE CONTROLLER. The material con- 
tained in the leading articles is beyond price; this 
material can be read and studied to advantage not 
only by controllers, but by other officers of corpora- 
tions, by members of Boards of Directors, by public 
accountants, attorneys, and engineers. 

THE CONTROLLERS INSTITUTE OF AMERICA feels 
that it is making a valuable contribution to the 
orderly conduct of business in this country by mak- 
ing available to those interested, the thoughts and 
conclusions reached by men in high places, out of 
their experience, and as the result of long study. 
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What Is Most Satisfactory Form of 
Reports to Stockholders? 


Microscopic Research and Attempts to Re-Audit, and To Pass on 
Judgment of Company’s Officers, by Those Who Receive Reports, 
Should Not Be Necessary—Reports by American Companies More 
Detailed Than of British—Paper by PROFEssoR THOMAS H. SANDERS. 


HIS paper, “Reports to Stock- 

holders,” was one of the outstand- 
ing features of the Fourth Annual 
Meeting of THE CONTROLLERS IN- 
STITUTE OF AMERICA at the Waldorf- 
Astoria Hotel, September 16 and 17. 
Professor Thomas H. Sanders was ap- 
plauded loudly and at length upon 
presenting this most interesting discus- 
sion of a subject with which every 
controller is deeply concerned, to say 
nothing of Boards of Directors and 
officers of corporations. 

This discussion goes to the very 
heart of the problem and can be read 
with profit by all who are in res ponsi- 
ble positions with corporations. Stock- 
holders, too, may read it to their ad- 
vantage. 

It is not necessary to “place” Pro- 
fessor Sanders. He is an acknowledged 
authority on accounting, particularly cor- 
porate accounting. He had a part in the 
drafting of the regulations for adminis- 
tering the Securities and Exchange Act; 
he has been professor of accounting at 
the Harvard University School of Bust- 
ness Administration since 1927. 

Professor Sanders was awarded the 
degree of doctor of philosophy by 
Harvard University in 1921. He pre- 
viously had taken degrees at the Unt- 
versity of Birmingham, England. From 
1918 to date he has done consulting 
accounting work in Minneapolis, New 
York and Boston. Previous to becom- 
ing a member of the faculty of Har- 
vard University he was assistant pro- 
fessor of accounting at the University 


of Minnesota. —Tue Epiror 


So far as possible, this paper will 
be confined to those debatable areas 
where the greatest difficulties of com- 


pany accounting officers and public 
accountants lie. Not that the ele- 
mentary rules are unimportant; on 
the contrary, they are very important, 
both for the makers and the readers 
of company reports, and we must 
never cease to reiterate and define 
them. A considerable proportion of 
the more flagrant cases which now 
and then surprise and disturb the 
financial world are still due to a dis- 
regard of these elementary rules. 

No doubt many of these depar- 
tures began innocently; those who 
prepared the reports allowed them- 
selves to be beguiled by some soph- 
istry or dubious expediency which at 
first looked to them like good reason, 
but which was nevertheless a depar- 
ture from the principles, as was only 
too painfully apparent when the full 
disclosures came. Inventories not 
higher than the lower of cost or 
market, adequate reserves on receiv- 
ables, cash including only real, current 
money; no capital gains appearing as 
current earnings from operations, a 
proper provision for depreciation, and 
a complete showing of all outstanding 
liabilities, are, and must continue to 
be, articles of faith for every ac- 
countant. 

Nor do I overlook the difficulties 
of mere mechanical application and 
interpretation of these rules, which 
may produce wide differences of re- 
sult while still coming under the 
general rule. Every company must 
make for itself such applications as 
seem to it most satisfactory in the 
circumstances. It is at this point that 
there is much to be gained by the 
development of uniform practices 
within industries. The recent ex- 
ample of the oil industry, which has 


devoted so much time and effort to 
the problem of the most satisfactory 
basis for stating their inventories, is 
a case in point. There are naturally 
differences of fact and of viewpoint 
between companies even in the same 
industry; but these are not nearly so 
important as the great gains which 
accrue to the public, and to the com- 
panies themselves, from having these 
things upon a reasonably definite and 
well understood basis; and this is 
greatly promoted when all the com- 
panies within an industry are doing 
substantially the same thing. 

But this expression in favor of a 
certain degree of uniform accounting 
is not to be interpreted as a blanket 
endorsement of general uniform ac- 
counting, and still less of a uniform 
accounting applied coercively from 
external powers. The Securities and 
Exchange Commission has allowed 
wide latitudes for the preparation of 
accounting statements to be sub- 
mitted to it, a fact which has been 
pretty generally appreciated by ac- 
countants throughout the country, 
who will not be too anxious to throw 
away the liberty thus continued to 
them. But it is a truism of political 
science that liberty is for those who 
know how to preserve and use it, a 
tule which will probably be demon- 
strated once more in the field in 
which accountants are interested. 
That is to say, the best results can 
undoubtedly be attained by the 
evolutionary processes of experi- 
mentation on the part of company 
and public accountants who are 
reasonably free to act, provided they 
will approach their problems in a 
bold and public spirited manner. In 
the case of uniform accounting this 
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means that individuals shall not be 
too captious in insisting on their 
own little differences, where the gen- 
eral good can be served by compli- 
ance. It is too often thought that 
concessions made in this spirit are 
sacrifices of principle, but if anybody 
will read the little book of President 
Lowell, “The Conflict of Principle,” 
he will find there the thesis very well 
developed that the ability to perceive 
and walk in the middle of the road 
often represents ultimately a higher 
principle than obstinate adherence to 
one side or the other. 


INCOME DETERMINATION PRIMARY 
OBJECT 


The present trend of accounting 
discussion is to emphasize the fact 
that the presently accepted principles 
of accounting have been developed 
mainly from the point of view of a 
sound and correct showing of the in- 
come for the year. This is an im- 
portant fact which has been ob- 
scured by the tendency to give, in 
published reports, much more prom- 
inence to the balance sheet than to 
the income statement. Where the 
balance sheet was practically the only 
formal statement presented, and the 
income account was dismissed in a 
line or two, it was natural for atten- 
tion to concentrate on the former, 
and for statement analysis to concern 
itself with the primary balance sheet 
problem of values or amounts, rather 
than with the primary income state- 
ment problem of proper allocation 
of charges and income to the period 
of report. In such circumstances it 
was natural for others than account- 
ants in particular to find fault with 
balance sheet amounts which seemed 
to them out of line with their con- 
ceptions of current values, when in 
point of fact the accountant was not 
trying to present values at all, but 
rather costs incurred, and the portions 
thereof remaining as _ deferred 
charges to future income accounts. 
This is a fundamental which we must 
never cease to bear in mind, and to 
make clear to those who make use of 
accounting statements. 
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CONSERVATISM IN APPLICATION OF 
PRINCIPLES 

When it comes to the debatable 
areas for the exercise of judgment 
one finds broadly two kinds of report 
being presented to stockholders. The 
first is a cautious, conservative type, 
in which every question of doubt has 
been settled against the company, so 
that the assets and earnings alike are 
on the under side. The other type 
has in it an element of making a 
showing, of putting the best foot 
foremost, of optimistic presentation 
based on the rosiest views of the fu- 
ture. Shrewd and seasoned business 
men, whether bankers, lawyers, ac- 
countants or industrialists, have 
learned to recognize these two classes 
pretty accurately; they will rely upon 
the one, but regard the other with 
calculated suspicion and distrust. 
Naturally there is in practice every 
degree of conservatism between the 
two extremes, but I am drawing the 
picture in bold lines to emphasize a 
point that seems often to be over- 
looked, namely, that in financial 
statements, as in ‘other things, we 
often produce an impression directly 
opposite to that which we are con- 
sciously trying to produce. 

Assuming, as is true in the great 
majority of cases, that the company 
officers are honest in their intentions, 
then they would do well to remember 
that, in a very substantial degree, 
they make the best impression by 
making the worst showing within 
the area of doubt and uncertainty. 
This is another manifestation of the 
scriptural words that: “He that find- 
eth his life shall lose it, and he that 
loseth his life shall find it.” And as 
to those statements which seek to 
make a showing, the wise and pru- 
dent will think of the remarks of the 
Psalmist on the gods of the heathen, 
which are but idols: ‘They that 
make them are like unto them; and 
so are all such as put their trust in 
them.” 

The inexperienced are always be- 
wildered by discussions of this sort; 
they insist that what they want is 
not overstatement, nor understate- 
ment, but a correct statement of the 
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facts. The mistake they are making 
is of course their assumption that 
these are problems susceptible of a 
mathematical solution; and they are 
not. We need not go so far as one 
remark which was once made by a 
very eminent man, that accounting 
involves a good deal of metaphysics; 
but accounting is one of the social 
sciences in the sense that it depends 
largely on the contingencies of hu- 
man events. To this extent it must be 
approached in a philosophical, not in 
a mathematical, spirit. Any  state- 
ment is correct only on the premises 
on which it rests; if those premises 
be changed, another statement be- 
comes necessary. And these premises 
are not known facts, but interpreta- 
tions of facts only incompletely 
known. 


CHARGES TO INCOME AND CHARGES 
TO CAPITAL 


The foregoing observations relate 
chiefly to the handling of those more 
unusual charges or losses known as 
capital charges, and written off 
rather commonly against surplus, or 
against the capital stock account it- 
self. A company may report earn- 
ings of $10 a share for 10 years; it 
may pay out $5 a year in cash divi- 
dends; the other $5 a year remains 
in the business, and in the typical 
case becomes invested in property 
and plant. At the end of the ten 
years the balance sheet is showing a 
surplus equal to $50 a share of the 
stock. Then occurs one of those 
major convulsions arising from any 
one of a dozen causes, as a result of 
which, with much pain and labor, 
the directors conclude to write down 
the assets and write off the entire 
surplus, which by this time is found 
to be non-existent. Have the earn- 
ings of the ten years been $10 a year, 
as reported, or $5 a year? The event 
shows the latter to be the true an- 
swer. 

The general attitude of the In- 
ternal Revenue Department in this 
sort of thing is to wait for the de- 
cisive event before allowing the loss 
as a deduction. While the influence 
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of the Department has been for the 
most part to improve accounting 
practice, and particularly to increase 
the prevalence of good accounting 
practice, in the instance under discus- 
sion it cannot be said that the regula- 
tions of the Department coincide with 
the dictates of prudent management, 
though they may satisfy the neces- 
sary expediences of revenue collec- 
tion. The issue depends in part of 
course upon how far the catastrophe 
may be foreseen; but then this de- 
pends again on how good the fore- 
sight is. And even if the time, na- 
ture and extent of the disaster cannot 
be specifically foretold, yet all hu- 
man experience shows that such oc- 
currences come to all now and then, 
and the prudent prepare for them. 


MATHEMATICAL ACCURACY IN BaAL- 
ANCE SHEET A DELUSION 


Such people hold therefore that 
striving after mathematical accuracy 
in a balance sheet is a delusion, that 
the balance sheet is not accurate in 
any real sense unless it contains 
within its structure those factors of 
safety which it is fairly certain will 
sometime be needed. 

At this point some people like to 
speak of ‘‘secret reserves,” but this is 
in many cases an unfortunate and 
misleading phrase. It implies a defi- 
nite excess of known and available 
resources over and above what are 
disclosed, whereas the practice under 
discussion may be regarded by the 
management merely as a sound policy 
of depreciation of fixed properties, 
or other provision for inevitable loss. 
The suggestion that the policy being 
followed by the company should be 
revealed within the statements is in 
accord with present day ideas, and 
should be followed as far as possible. 
There is always some danger that un- 
usual charges or reserve provisions 
will be regarded by some as appro- 
priations of true surplus, particularly 
when it has become known that the 
internal revenue department has so 
regarded them. But the best way to 
combat misunderstanding is to per- 
severe in the best methods of report- 
ing, and if such reserves are dis- 


The Controller, October, 1935 


closed by treating them as deductions 
from the assets affected, their general 
significance should be understood. 

My attention has been called to a 
passage in “The Morning Chronicle” 
of London, England, dated as long 
ago as May 17, 1849, and reading as 
follows: 

“What are the precise criteria which dis- 
tinguish revenue from construction charges 
it is no easy matter to determine. ... . At 
present there is great room for controversy, 
but this, at least, will be generally agreed 
to, that the principle adopted by any com- 
pany in the distribution of its expenditure 
between the two accounts is of compara- 
tively minor importance, provided that the 
system pursued be distinctly avowed and 
understood by the shareholders.” 


All our subsequent discussions 
have not carried us much beyond the 
stage represented in the above cita- 
tion. Indeed, the main difficulty is 
that the last clause of the quotation 
is not even yet being thoroughly real- 
ized in practice. This is not merely be- 
cause of unwillingness, but it is no 
easy task to prepare a statement on 
this subject which will constitute a 
distinct avowal which will be clearly 
understood by the shareholders. 

The subject will acquire additional 
importance if the current discussions 
about taxing surplus should make 
any progress toward enactment. Such 
a tax would be likely to cause the 
disbursement in dividends of a larger 
proportion of the reported earnings, 
thus leaving a smaller surplus to ab- 
sorb unusual losses. From a manage- 
ment point of view the natural result 
of this ought to be a greater precau- 
tion in providing for such losses by 
means of reserves set up before earn- 
ings were arrived at. No doubt the 
determination of income and surplus 
would under the law be arrived at 
administratively by regulation, but it 
would be all the more necessary that such 
regulations should recognize the neces- 
sity for provision for anticipated losses. 


THE SHOWING OF ACTUAL LOSSES 

The next question arises when one 
of these major losses actually occurs. 
From a general business point of 
view the most essential desideratum 
is that the loss shall have been pro- 


vided for. Some go so far as to say 
that if it has been provided for, then 
the ultimate step by which the writ- 
ing off out of reserves is consum- 
mated is a minor matter which it is 
immaterial to report, but this again 
is scarcely in accord with modern 
ideas. If,.as recommended above, the 
reserve provisions have been clearly 
reported, then the absorption of the 
reserves will necessarily be made 
known, and the transaction should 
be shown as explicitly as possible. 

If on the other hand reserves have 
not been provided, then it is always 
to be hoped that there is enough sur- 
plus to stand the charge-off, though 
in that case the original question 
necessarily arises, whether it really 
was true surplus and should have 
been reported as such. When the 
charge exceeds the surplus the actual 
capital has become impaired, and a 
deficit has arisen. Then there com- 
monly occurs a restatement of cap- 
ital, especially if it is no par stock 
and the operation may be performed 
by simple resolution of directors, by 
means of which.a surplus is arti- 
ficially created for the purpose of ab- 
sorbing the deficit. Thereafter, if no 
further losses arise, the balance sheet 
presents a clear appearance: the cap- 
ital account looks intact, and a sur- 
plus sometimes designated “earned” 
surplus, coyly makes its appearance. 

The purist is apt to say that the 
deficit should remain in subsequent 
balance sheets until made up by 
earnings; that no earned surplus 
should appear until that has been 
done, and that the original capital 
stock account, not a new and dimin- 
ished one, is what should be main- 
tained when the “integrity” of the 
capital account is talked about. Re- 
sponsible management can be had, it 
is said, only if the deficit is held up 
before the management until such 
time as it has been removed by ef- 
forts of the management realized in 
actual earnings, and not by any tech- 
nicalities of accounting. 

But this is apt not to be the view- 
point of management, not even of 
honest and intelligent management. 
The welfare of the business, stock- 
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holders and all, depends ultimately 
upon the intelligent enterprise and 
aggressiveness of the management. 
Such an attitude requires construc- 
tive thought upon the problems of 
the present and of the future, rather 
than laments for the mistakes of the 
past. The vigor and energy necessary 
to success will best be induced by 
wiping the slate clean, and starting 
afresh from a new basis. 

What does good accounting tre- 
quire in these circumstances? One 
thing is essential, and that is, that in 
the year when the major write-off 
occurs, a clear statement shall be 
made of its treatment. The thing 
that will in future not be tolerated is 
to conceal it by writing it off out of 
resources provided for the specific 
purpose by write-up or other book- 
keeping entry, thus making an offset 
from which no outsider can recog- 
nize anything at all. 

If, after showing the transaction 
fully at the proper time, subsequent 
reports make no mention of it, the 
company can contend that the record 
is complete, and that anybody who 
wants to may look it up. It can 
scarcely be required that each annual 
report shall be a cumulative record 
of all the principal events in the past 
history of the company. The whole 
situation again emphasizes, however, 
the virtues of a conservative account- 
ing in the prior years, which would 
have made provisions under which 
the capital account, and perhaps the 
surplus, might have remained intact. 

The theory that the building up of 
the surplus is to be accredited to the 
management, while its subsequent 
disappearance is to be regarded as an 
act of God, is perhaps a little too 
favorable to the management. But 
the other extreme, that the manage- 
ment should do penance by never 
writing off a deficit out of capital, 
and by parading the deficit in the 
balance sheet until it is removed by 
later earnings is equally objectionable. 


CHANGES IN ACCOUNTING POLIcy 

Having once defined its own 
principles and the mode of their ap- 
plication a company may wish, on 
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the basis of later experience, to 
change its practice. There often arise 
good and sufficient reasons for such 
changes, but in general it would be 
better if they became less common, 
and especially if the same principles 
were followed through fair weather 
and foul. That such changes should 
be announced when made is a princi- 
ple now so well settled that there 
can be no excuse for its disregard. 
The comparisons of statements from 
one year to another are important; 
when favorable or unfavorable 
movements appear they should be 
real; if they have been brought 
about by changes in accounting prac- 
tice, while actual business results are 
as before; or if real changes have 
been covered up by changes in re- 
porting, these things can in no way 
be brought within the limits of good 
accounting principles. 


QUANTITY OF INFORMATION 


The quantity of information to be 
given to stockholders in the annual 
reports, though a matter of dispute 
at some points, has become fairly 
well settled in practice. If a balance 
sheet and income statement are fur- 
nished, together with a narrative re- 
port touching upon matters of inter- 
est and importance, and if these have 
been prepared along sound lines, it 
will be found that the matters re- 
maining for dispute are relatively 
few. It seems to be the experience of 
our leading companies, and doubt- 
less of others, that they get from 
stockholders very few inquiries in- 
deed for more information than is 
contained in the annual report. 
Furthermore, when a company sends 
an abridged report to stockholders, 
and offers to send a more detailed re- 
port upon request, only a relatively 
small percentage of the stockholders 
ask for the longer report, though 
naturally these would be the larger 
and more important stockholders. 
There is not much evidence that 
there is on the part of stockholders 
any great unsatisfied longing for 
more information than they now 
have, and it is only after some action 
of the board has excited their atten- 
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tion, or something has gone wrong, 
that they will for a brief period be- 
come inquisitive. 

The size of the company and the 
number of stockholders obviously 
have a bearing upon the amount of 
information which in a given case 
should be furnished to the stock- 
holders. The Securities Exchange Act 
assumes that any company whose se- 
curities are listed on a national ex- 
change owes to its security holders a 
certain minimum of information, in- 
cluding a disclosure of all material 
facts; but the question of what is 
material must necessarily be gov- 
erned by the relative magnitude of 
the operations. 

If Company A has an inventory of 
$1,000,000, and Company B an in- 
ventory of $100,000,000, it cannot 
be argued that the latter need write 
a hundred times as much about its 
inventory as the former. If the large 
inventory is equally homogeneous 
with the small one, then the same 
amount of description will suffice in 
both cases; if the larger inventory 
contains several diverse categories, 
or other unusual features, then a 
schedule or brief paragraph will be 
in order to explain. 


CAN BE No MATERIAL DIFFERENCE 
BETWEEN REPORTS 


The Securities Exchange Act does 
not of course prescribe directly for 
the report to stockholders, but all 
company officers are aware of the re- 
lationship between the report to be 
filed with the Commission, and the 
one which they send to their stock- 
holders, and realize that there can be 
no material difference between them. 

The question of the quantity of 
information supplied raises again the 
question of the uses to which the re- 
port is to be put, and the mental at- 
titudes of the readers. In talking 
with many people, one finds two in- 
teresting but quite divergent view- 
points. One is that they expect the 
statement to be reliable, that the 
facts and impressions conveyed on its 
face shall be true, that there shall 
be nothing hidden underneath which 
materially upsets these face facts, 
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and above all that the statements 
shall carry those evidences of con- 
servatism which inspire confidence 
that things are as they appear to be, 
and a little better if anything. In 
other words they like to feel they are 
reading a frank and honest statement 
from people who are doing their 
best to give the simple facts; and 
such readers are apt to go a step 
further and to say that if such is not 
the case they do not want to be 
bothered with the statement at all. 

The second point of view is that 
of the reader who recognizes that all 
statements do not measure up to the 
standards required by the other, and 
that a good deal of scrutiny is neces- 
sary; they want to re-audit the au- 
dited statements. In particular they 
wish to have enough information 
supplied to enable them to do two 
things: (1) to cross check against 
certain figures in which they are in- 
terested, or which they consider 
dubious; and (2) to see where the 
company officers have used their 
judgment, and to check these dis- 
positions against their own judgment 
of the circumstances. 


Microscopic RESEARCH SHOULD 
Nort BE NECESSARY 

Clearly the latter viewpoint de- 
mands, for any effective answer, 
that some company reports shall be 
much improved over what they have 
been in the past. Anything in the 
nature of effective re-audit or re- 
checking by the outsider is really im- 
possible, and if any particular figure 
is important it should be given in the 
report, not left to be dug out by the 
reader by means of remote and mi- 
croscopic research. The same is true 
of the process of comparing the read- 
er’'s judgment against that of the 
company officers and their independ- 
ent accountants, as displayed in the 
report. In the nature of things the 
outsider can have but a very small 
portion of the information to go 
upon that is available to those who 
prepare the report. The line of im- 
provement is therefore for the report 
to give explicitly all material facts, 
and to bear on its face evidence that 
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it has been conservatively and con- 
scientiously prepared, rather than to 
improve the detective work of the 
reader. 

The reason for this discussion at 
this point is that it has a bearing on 
the question of the amount of in- 
formation to be given in the report. 
If the theory of re-audit and review 
by the reader be really accepted, 
then a great deal more material is 
called for in the report than is re- 
quired on the other basis, since in 
the former case it is necessary to add 
to the -presentation of basic facts 
enough supplementary data to make 
the re-audit possible. Some criti- 
cisms of company reports amount to 
a demand for that much informa- 
tion, and the present contention is 
that that much information is un- 
necessary provided the material facts 
of the situation are clearly and relli- 


ably presented. 


REPORTS—POPULAR STYLE 

There has at times been a good 
deal of demand for “simple” te- 
ports, in “popular style,” for reports 
which “any man can understand.” 
Responsible accountants do not see 
here any possibilities of revolution in 
presentation; they are striving con- 
stantly for more explicit and non- 
technical form and language in 
which to present their material, but 
they rightly fear that, by the time 
they had reached the point of a re- 


port “which any man could under- 
stand’”’ it would be a pretty thin 
document. 

The matters to be presented are in 
fact complex; forcibly to make them 
simple would be to lose a good deal 
of their significance. It seems likely 
that the balance sheet and income 
statement must always be presented 
with a certain degree of formality of 
style. But in the narrative report 
there is much opportunity for clear 
and concise diction to bring the 
salient features of the statements to 
a focus, and to add other important 
information about the company 
which does not come within the 
scope of the balance sheet and in- 
come statement, and many company 
officers spend much time and effort 
in trying to accomplish this. Some of 
our company reports do very well in 
this regard; they tell a story which 
any man who is at all capable of 
dealing with such things can under- 
stand. The security legislation itself 
has made company officials more re- 
luctant than ever to indulge in lan- 
guage which is “popular” to the 
point of being unscientific and inac- 
curate. 


ENGLISH AND AMERICAN REPORTS 
It has often been said that Ameri- 
can reports are furnished in much 


greater detail than the corresponding 
English documents, and a compari- 


son bears out this impression quite 


COMPARISON OF ENGLISH AND AMERICAN COMPANY 
REPORTS 


Approximate Averages Per Company 


45 English 23 American 
Companies Companies 
Balance Sheet 

Assets side, number of separate cash items.......... 13 18 
Liabilities side, number of separate cash items........ 13 18 
Miatal/ uASSers sin DOU ALS 65. 55.56 owns cs oe es ek 80,000,000 600,000,000 

Income Statement 
Number of separate cash itemst.............,-5.00- 10 12 

Directors’ Report 
Number of lines of narrative report................. 50 250 

Auditors’ Report 
PONENT ata ERIOUENNS 025 w Diols ios. ets a eis ee Med ago ei Syne 100 275 


* The English figure excludes 5 large banks and insurance companies, which averaged 
$1,800,000,000 each. 
+ Excluding railroads in both cases. 
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strongly. It is difficult to make this 
comparison with very great exact- 
itude, but the following table shows 
such marked contrasts as could not 
be explained away by any minor dis- 
crepancies which might occur in the 
process of compilation. 

A number of other circumstances 
emerge from the comparisons: 

Practically all the American state- 
ments are described as “‘consolidated”’ ; 
only 2 out of 45 English companies 
use this term. No doubt many of the 
latter are single companies, but it is 
natural to suppose that some of the 
statements are in fact consolidated, 
without being so described. 

All but three or four of the English 
companies use the term “Profit and 
Loss Account’? for the income state- 
ment. American practice shows a be- 
wildering variety of terms, among 
which “Profit and Loss Account” ap- 
pears only once in the 23 companies. 

Of the 45 English balance sheets, 
not one shows more than one item of 
surplus; of the 23 American companies 
10 show two or more surplus items. 

There are certain offsets to the above 
comparisons. Although the companies 
in both lists were selected for their 
broadly representative character, and 
to a large extent are in like industries, 
the much greater average size of the 
American companies would naturally 
call for more detailed information. 
Furthermore, the relative absence of 
narrative comment in the English re- 
ports is very largely made up by the 
Chairman’s speech at the annual meet- 
ing, which is customarily reported ex- 
tensively, if not verbatim, in the busi- 
ness and financial press. The same 
practice would in part account for the 
much greater scarcity, in English re- 
ports, of schedules to support or sup- 
plement balance sheet and income 
statement items. 

This comparison has been made in 
part because of the discussions which 
have been had regarding the influence 
of the British Companies Act on our 
own security legislation. It has con- 
stantly been asserted that the latter 
goes far beyond the former, and if 
company reports may be assumed to 
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reflect the actual effects of the legisla- 
tion of the respective countries, then 
it is clear that English accountants do 
not feel called on to furnish as much 
detailed information as do_ their 
American confréres. 


ACCOUNTING STATEMENTS MusT BE 
JUDGED ON ACCOUNTING PRINCIPLES 


The duties of accountants have so 
far been discussed in terms of what 
they owe to those who use the state- 
ments they prepare; this must always 
be the prime and chief concern of ac- 
countants. But the story is not complete 
without emphasizing also what these 
users owe to themselves if the best 
results are to be attained. Reference 
has been made to the limitations upon 
simplification in statements; it is a 
corollary that no man can expect to 
understand a balance sheet who has 
not first informed himself somewhat 
of the general principles on which 
a balance sheet is supposed to be con- 
structed. Attempts are constantly being 
made, usually outside the accounting 
profession, but sometimes within it, 
to change these general principles. 

From many quarters the accountant 
has been told that he should not, in 
presenting a statement, depart from 
generally accepted principles without 
announcing precisely wherein he has 
so departed; it is equally the duty of 
the reader of a balance sheet which on 
its face has been prepared according 
to such generally accepted principles, 
to interpret it in the light of those 
principles. He cannot reasonably as- 
sume it to present information on some 
other basis which he may think de- 
sirable, and then claim that he has 
been deceived because it did not mean 
what he inferred. 

The broad outlines of accounting 
conventions have now been fairly 
clearly developed; they are well 
grounded in what is getting to be a 
reasonably long experience. Account- 
ants are entitled to resist attempts to 
repeal these principles overnight, and 
to substitute others which in most 
cases have been tried already and 
found less satisfactory than the prin- 
ciples which have survived. 


167 


The directions of true improvement 
are fairly clear. They are, first (and a 
long way first), more general adher- 
ence to the principles which already 
have wide recognition in the best prac- 
tice; second, more precise definition 
of principles appropriate for groups of 
cases which do not and cannot con- 
form completely to the more general 
pattern; third, a growing and develop- 
ing construction to fit the needs of a 
growing and developing _ business. 
These matters will keep accountants 
busy for our generation at any rate, 
without throwing away the valuable 
nucleus of principle and experience 
which has already been developed. 


DISCUSSION 


Following presentation of Professor 
Sander’s paper, there was a brief dis- 
cussion, as follows: 


Mr. F. C. Watkins: I should like to 
ask Professor Sanders if he thinks it 
would help in the annual report to 
the stockholders to attach a copy of 
the company’s Federal income tax re- 
turn, or in the event that it differed 
from the annual report, the income 
statement, and to make some sort of 
statement explaining wherein it dif- 
fered ? 

Professor Sanders: 1 should not 
wish to be too positive in expressing 
myself on that subject, but I shall 
express myself. I am inclined to think 
it is better not to do those things. 
Some of you know that it has been 
suggested that the Securities Commis- 
sion might include in its accounting 
regulations for Form 10 and Form 
A-2, a requirement to disclose whether 
the income statement coincided with 
that furnished to the Internal Revenue 
Department. In the regulations is- 
sued by the Commission, this has 
not been done. The Commission evi- 
dently recognized that the purposes 
of the Internal Revenue Department 
in establishing taxable income are dif- 
ferent from the purposes of the direc- 
tors in presenting as a management 
group a financial statement of income 
to the stockholders. I myself have 
emphasized somewhat that difference. 
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In other words, I am inclined to 
think that in many cases—I have said 
this already—the directors may find it 
necessary to be more conservative than 
the Internal Revenue Department will 
allow them to be for tax purposes. 
Now, those things are often very difh- 
cult to explain to stockholders, and 
they raise a lot of questions which are 
much easier to ask than to answer. As 
long as the Board is doing its duty in 
the matter and has given its own state- 
ment of income to the stockholders, 
explaining the basis on which it pre- 
pared it, it is entitled not to make 
more trouble for itself by raising a 
lot of collateral issues. That is my 
personal view, but I should be very 
glad to listen to any other. 

Mr. Verl L. Elliott: Do you feel 
that the annual report which is being 
presented to the stockholders today, 
in what we call average form, eighteen 
items in your case, is going to be 
changed much in the future, say, in 
the next five years, as a result of 
recent legislation, meaning particularly 
the Securities and Exchange Commis- 
sion ? 

Professor Sanders: 1 do not antici- 
pate anything very revolutionary. What 
I anticipate is a more general ad- 
herence to the generally accepted ac- 
counting principles. That is to say, 
instead of—and I am using only aca- 
demic figures here—twenty-five per 
cent. of our companies following the 
best practices, I should suppose that 
seventy-five or eighty per cent. of the 
companies would finally follow the 
best practices. 

But I think the best companies will 
continue to follow what has hitherto 
been their practice, and I do not an- 
ticipate a great revolution. You are all 
aware that the 1934 company reports 
as of December 31, 1934, have as a 
class reflected the influence of the SEC. 
Many of them specifically referred to 
the SEC and said, ‘We are doing thus 
and so because of the regulations of 
SEC,” and others did so without say- 
ing it. Now probably those 1934 re- 
ports have already established what 
you would call a new “norm” and I 
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do not anticipate any great change 
from now on. 

Mr. Elliott: You would probably 
answer no to this question: Do you 
see any need, where a company has 
not been giving as much information 
as Form 10 asks for, which very few 
companies do because non-operating 
income is all split up, of adopting 
Form 10 as more or less of a model 
for a stockholder’s published report ? 
Or would you consider it more in de- 
tail than is necessary ? 

Professor Sanders: Do I understand 
you to mean if they have been giving 
that much information? 

Mr. Elliott: No, granting that they 
have been complying with the form. 
The new form was not as detailed as 
Form 10. 

Professor Sanders: 1 suppose that 
Form 10 will be what some people 
call the direction of trend. Your ques- 
tion implies that most company officers 
have not felt it necessary to give to 
stockholders that much information 
and I think most of them still do not 
give as many items as are called for 
in Form 10. I am inclined to leave 
that to the judgment of the company 
officers in those matters, but feel that 
the gist of Form 10, the important 
things in it, should be reported to 
the stockholders. In many cases, there 
are items in Form 10 which, of course, 
do not apply to the same company. I 
think it is item 5 in Schedule VIII, 
Rents and Royalties, that was put there 
chiefly for public utilities and rail- 
roads, and naturally an industrial com- 
pany does not have that kind of thing. 
Many of them have scratched around 
trying to find some rents and royalties 
(laughter), but it was intended only 
for those who have them. 


CONTROL OF THE RETAIL UNITS 
OF CHAIN STORES, by Edgar H. 
Gault, Associate Professor of Marketing, 
University of Michigan Press. 99 pages. 
This pamphlet is Number 1 in Volume 
VII of the Michigan Business Studies, the 
result of work done by the Bureau of 
Business Research of the School of Busi- 
ness Administration of the University of 
Michigan. It discusses the important 
problem of procedures which will give 
executives of the central office adequate 
managerial control over scattered retail 


outlets. Several types of chains were 
studied. It was found during the inquiry 
that statistical data, except essential op- 
erating figures, were not compiled by 
many chains. In very few instances were 
statistics available which had a bearing 
on control methods. 

The four principal controls discussed 
in the pamphlet are: Control of Mer- 
chandising, of Inventory, of Finances, and 
of Personnel. In the discussion of the 
Control of Merchandising, four methods 
of controlling stocks in retail stores were 
enumerated: 1. The basic stock plan; 2. 
The general selection plan; 3. The co-op- 
erative selection plan; and 4. The ad- 
visory plan. 

The basic stock plan requires each store 
manager to carry a certain basic group of 
items which the central management is 
convinced may be handled with profit by 
every store. The general selection plan 
permits store managers to choose supple- 
mentary merchandise which aids _ in 
adapting any given outlet to its individ- 
ual market. The co-operative selection 
plan differs from the general selection 
plan in that the central merchandising or- 
ganization merely collects samples and 
does not place orders for merchandise 
prior to the individual selections by the 
store manager. Under the advisory plan 
the central office merely furnishes an in- 
formational service and each store op- 
erates as a distinct unit with as much 
freedom of selection of merchandise as 
a completely independent store. 

Various types of inventory control 
systems are described in that section of 
the pamphlet, including the retail method, 
the cost method, and a combination of 
the two. Of 62 chains which were stud- 
ied, 50 reported that they were using the 
retail method. 

Describing the methods of handling re- 
ceipts from sales of merchandise, it is 
noted that chain stores have this proced- 
ure in common: A daily sales report is 
made up for the central office, giving a 
summary of the operations for the day, 
which must agree with the detailed sales 
records and the sum of cash receipts and 
accounts receivable for the day. Cash 
receipts are transferred as rapidly as is 
practicable to the control of the central 
office. Another common characteristic of 
financial control is that all large pay- 
ments of expenses incurred by the retail 
stores are made directly by the central 
office. Another characteristic is that store 
managers are made directly responsible 
for the accuracy of the reports on sales 
and expenses. Accounting work so far as 
possible is performed by the central of- 
fice. 

The study is one which should be of 
considerable value to operating officials 
in this field. 

Reviewed by ARTHUR R. TUCKER. 
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Today’s Picture of What Securities 
Commission Is Doing and Planning 


Detailed Report of What May be Expected by Corporations and Exchanges—Over-Coun- 
ter Problem Difficult—Commission Will Welcome Early Test of Utility Company Hold- 
ing Bill—Statistics as to Issues Registered—Address by HONORABLE ROBERT E. HEALY. 


oie Opportunity to hear HONOR- 
ABLE ROBERT E. HEALY, member 
of The Securities and Exchange Com- 
mission, address THE CONTROLLERS 
INSTITUTE OF AMERICA 77 its recent 
annual meeting was made the occasion 
of a large gathering, and the informa- 
tion gained proved to be of excep- 
tional value to hundreds of controllers 
and corporation executives. 

Commissioner Healy 
edited the stenotypist’s transcript of 
his remarks within twenty-four hours 
after he received them, so that The In- 
stitute could make them available 
through this magazine, its official or- 
gan, to the thousands who could not 
be present to hear him. 

It is a vivid report of what the Secu- 
rities and Exchange Commission has 
done, under less than one year of the 
law, and of what it plans and hopes 
to do. —Tue Epiror. 


courteously 


I shall try to tell you a little of the 
progress which we have made and 
something more of the problems lying 
ahead of us. We feel—whether cor- 
rectly or not, others must say—that the 
progress already made has been sub- 
stantial. Whatever success has _at- 
tended our efforts has been due, in my 
opinion, to an unwillingness on our 
part to move until we felt reasonably 
sure of the wisdom of moving, to a 
willingness to study our problems 
carefully, to consider the other fel- 
low’s point of view, and also in a 
most important degree to the coopera- 
tion tendered us and accepted by us, 
by the stock exchanges, the corpora- 
tions affected by the two Acts, the con- 
trollers, the accountants, and the law- 
yers. In the long run, I think that we 
have made speed through cooperation. 


Turning first to the Securities Act 
of 1933, we find that in the past few 
months there has been almost a flood 
of registrations. It is safe to say that 
the amount of registrations under that 
Act has now reached about $3,000,- 
000,000, representing registrations by 
about 1,160 registrants. Of course 
not all the securities registered have 
been distributed. It seems to me that 
this indicates that the Act is workable 
and practical. A contrary assertion 
is against the facts. I do not mean that 
the Act is perfect. Neither do I mean 
that as our experience grows we may 
not propose amendments to Congress. 

We have issued a goodly number of 
stop orders against fraudulent or de- 
fective registrations and with a fre- 
quency that is increasing, as our staff 
is better organized, we are in the 
courts seeking injunctions against 
those who are using the mails and the 
instrumentalities of interstate com- 
merce to sell securities by fraud or 
misrepresentation. In this work, we 
have had the cooperation of the Better 
Business Bureaus, the Investment 
Bankers Associations, state commis- 
sions and officials, numerous corpora- 
tions and associations and various in- 
dividuals. 


FRAUD Evit PRACTICALLY ELIM- 
INATED 

We have established a sort of clear- 
ing house through which the state 
commissions and state officials give us 
information about bad practices that 
are going on in their states. We tell 
them what we are doing and then we 
circulate that information through the 
various state commissions and various 
bodies that are interested in the same 
work. While the sales of securities in 


this country by reprehensible methods 
once reached staggering proportions, 
I believe that we can now safely say 
that if the cooperation and the work 
continues along the present lines, if 
we continue to enjoy the same support 
that we have had, we can look forward 
to an elimination of this evil, which 
will be substantially complete. 

Some of our stop-order cases have 
their funny side. I shall tell you about 
one of them that came in recently. It 
was the case of a mining company and 
it registered some shares to be offered 
to the public. The amount that it 
expected to receive was quite substan- 
tial. Rather extravagant claims were 
made as to the quantity of gold be- 
lieved to be in the mine. No really 
scientific prospecting or exploring had 
been done, but a certain man had 
walked over the ground with a ma- 
chine of his own invention, the vibra- 
tions of which indicated, so he said, 
the presence of gold. He declined to 
disclose the make-up of the machine, 
but various scientists and mining engi- 
neers who testified during the pro- 
ceedings said that it belonged to that 
class commonly known as ‘‘doodle 
bugs.” 

The owner of this “doodle bug,” 
in telling how he determined the 
depth of the ore body, testified as fol- 
lows (I shall not attempt to tell you 
what this means, but these are his 
words): “If she gets up closer than 
ten feet, I can’t get it with one tech- 
nique, and I have worked out another 
one by using my solar plexus. That 
sends my vibrator down to the bottom 
where the ore body stops, and I get 
the depth to the bottom with the thick- 
ness of my body.” That was what in- 
dicated the presence of gold in the 
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mine. This awakened old memories 
of that St. Patrick’s Day, back in 1897, 
I believe it was, when Bob Fitzsim- 
mons gained the heavyweight cham- 
pionship of the world by hitting Jim 
Corbett over the solar plexus. 

A practical test was made of the 
instrument. A number of cardboard 
boxes were placed on a table, one of 
which, No. 5, contained rich gold ore. 
The others contained other substances, 
not mineral. The inventor tested all 
of them with his vibrator and reported 
that No. 5, contained no gold, but he 
said No. 3 did. Now, I do not know 
what was in No. 3, but I know it was 
not a mineral. As the machine was 
said to work by affinity perhaps it was 
baloney. 

But to be more serious, we feel that 
we have made some progress in the 
last year in the shortening and sim- 
plification of forms for registering se- 
curities, and also in respect to the 
form for the prospectus. Much more 
remains to be done under this Act. 
We are not satisfied that we cannot 
still further shorten and simplify the 
form of prospectus without sacrific- 
ing information which the investor 
ought to have. 

While we are on the subject of 
the prospectus, I should like to tell 
you of a recent experience that I had. 
A friend of mine, a young man, has 
been fortunate enough to make quite 
a substantial sum of money. He has 
retired. He is very shrewd. Recently 
he bought ten or fifteen thousand dol- 
lars worth of bonds and the prospec- 
tus was delivered to him. He would 
not read it. It was a thirty-page 
prospectus, and he said it would take 
too long. I believe it could have been 
read carefully in not to exceed two 
hours, but he would not do it. 


NEGLIGENCE OF INVESTORS SHOULD 
BE CONSIDERED 


Therefore, sometimes when we talk 
about the negligence of issuers and 
others connected with issues, we ought 
to stop to think of the negligence of 
investors. I do not have much pa- 
tience with that sort of thing myself. 
Think of the hours that it would take 
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a man to save ten or fifteen thousand 
dollars, of the hours that he might 
spend trying to protect it, or to work 
with a reorganization committee some- 
time later. It seems very strange that 
men investing money are often not 
willing to spend the time necessary to 
read the prospectus. 

We are aware at the Commission 
that this question of the prospectus 
is not settled. We are going to be 
engaged constantly in rewriting the 
old forms. Probably that work will 
never come to an end. We must pro- 
vide forms that are suitable for each 
industry, because we know the same 
form will not do for all. 

Another matter which I feel we 
have not coped with successfully as yet 
relates to oil royalties, particularly 
those that are exempt. We exempt oil 
royalties up to one hundred thousand 
dollars provided certain conditions are 
complied with, and one is that an of- 
fering sheet, which brings out a good 
deal of information, is filed with the 
Commission. We are not entirely 
satisfied with our own study or exami- 
nation of these offering sheets. That 
is one of the major tasks that lies 
ahead of us. 


POWERS WHICH COMMISSION Has 
Not Usep 

There is in Section 19 of the Act a 
power which may be of particular in- 
terest to you men. I think it is one of 
the most important things in the Act, 
a power which the Commission to 
date has not used at all. This section 
provides that the Commission shall 
have authority to define accounting 
and technical and trade terms used in 
the Act. The Commission is given 
power to prescribe the methods to be 
followed in the appraisal of accounts, 
the determination of depreciation and 
depletion, and of various other mat- 
ters. These subjects, of course, are of 
great importance, and I do not believe 
this section gives us the power to tell 
concerns how to keep their books or 
power to control their depreciation or 
depletion rates. I am not prepared 
to say how far we may or should go 
under that section. We certainly 


should not intrude into matters that 
are purely the business of manage- 
ment. 

However, this much seems clear, that 
under this section we may define account- 
ing terms, that we can at least compel 
enough uniformity in terminology so 
that a word or phrase used in convey- 
ing financial or accounting facts will 
not mean one thing today and another 
tomorrow, will not mean one thing in 
one company and a totally different 
thing in another company, in order 
that those terms will really inform the 
investor fully and give him a basis for 
intelligent comparison between differ- 
ent companies. 


LIMITS TO ESTABLISHING DEFINITIONS 


I am well aware that even in estab- 
lishing definitions and _ reporting 
methods there are limits we cannot 
pass, at least not at the present, but 
there is much along this line that we 
can safely undertake. I have been 
very much shocked by what seems to 
be the lack of standards in connection 
with accounting methods. We have 
had the experience in the Commission 
of having a certain practice excepted 
to by an accountant in his certificate 
and approved by another firm of na- 
tional standing a few days later. If 
definite standards are intelligently 
fixed, I think the work of accountants 
will be simplified. I do not know 
how far the unsatisfactory situation 
is the fault of accountants and how far 
it is the fault of the lawyers. I do 
know from personal experience and 
observation that the law quite often 
permits what good accountants do not 
approve, and I am reminded at that 
point of the fact that certain state 
laws permit the payment of dividends 
from capital, whereas the New York 
Stock Exchange will not countenance 
it except under the most unusual cir- 
cumstances. 


DECRIES LOOSENESS OF CORPORA- 
TION Laws 

It is difficult not to talk too much 

at this point about the looseness of 

some of the state corporation laws 

and the harm which I feel they may 
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do to business in the long run. Our 
whole national economy is so wrapped 
up in corporations that if we have 
bad corporation laws it is a definite 
threai to the welfare of business. I feel 
that the liberality of state laws permit- 
ting corporations to do so many things 
that we used to think were not right is, 
in the long run, a very bad thing. 

Back of 1889 one corporation could 
not own the stock of another, and then 
we see how far we have gone away 
from that today. When I started prac- 
ticing law in Vermont, a cofporation 
could not incorporate for more than 
a million dollars without permission 
of the legislature. That was in 1904. 
I do not think that would be very 
sensible now, but in just thirty-one 
years see the change that has come 
about. Perhaps my views have been 
warped a little by what I saw during 
the utility investigation. I saw one 
corporation wipe out an operating def- 
icit by transferring part of its assets to 
an affiliated corporation, which wrote 
them up, the first corporation taking 
payment in stock at the written-up 
value, setting up the stock at the new 
value, thus wiping out the deficit and 
establishing a $700,000 surplus. I 
have seen a good many practices of 
that sort which I believe you men 
would not approve. Some of them 
were permitted by law but that does 
not increase my respect for the loose 
laws that permitted them. 

I cannot pass by this opportunity 
of saying to you what all of us from 
the Commission say every time we get 
a chance, and that is to emphasize 
an important fact, which is that the 
Securities and Exchange Commission 
has no power to pass on the merits of 
securities registered with it, either 
under the Act of 1933 or the Stock 
Exchange Act. We are constantly run- 
ning across men even in important 
business circles who do not under- 
stand that situation. Our duty is to 
see that the registration statements are 
complete and truthful, so that the in- 
vestor may be fully informed before 
he parts with his money, but we are 
not empowered to pass on the merits 
of the securities. 
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SEEKING ORDER IN FINANCIAL 
SYSTEM 


We are making some important 
statistical studies based on registration 
statements under both Acts, which we 
hope to make public. We believe that 
they will be valuable not only to the 
investor but that they will carry a 
broad social and economic significance. 
I am well aware that sometimes sta- 
tistics have been gathered by people 
who did not understand them after 
they got them and who did not know 
why they were getting them in the 
first place. We shall try to avoid that 
mistake. The Securities Act of 1933 
and the Stock Exchange Act of 1934 
are two parts of an integral whole aim- 
ing at the establishment of intelligent 
controls with a view to bringing about 
order in the financial system. 

Now, turning to the Stock Exchange 
Act of 1934, this has been in force 
only since the first of October, 1934. 
Like the Securities Act, it is written 
largely in the interest of the investor, 
but perhaps it puts more emphasis on 
the public interest than does the Se- 
curities Act. This is largely, I suppose, 
because of the importance of the posi- 
tion of the stock exchanges in the na- 
tional economy. Like the Securities 
Act, it is based largely on a system of 
registration and disclosure. Stock ex- 
changes may be registered if they con- 
form to statutory requirements de- 
signed to promote fair dealing. Issuers 
of securities to be traded must file full 
information as to their affairs, their 
relations to others, and the dealings of 
their officers in their own stock. Secu- 
rities enjoying unlisted trading privi- 
leges as of March 1, 1934, are per- 
mitted to remain on the exchanges 
until July 1, 1936, if the Commission 
so orders, and the Commission has so 
ordered. 

The months we have devoted to this 
Act have been strenuous and trying 
ones, and I confess that to me the ad- 
ministration of it seems more complex, 
more difficult, and fraught with graver 
possibilities of good and evil than the 
Securities Act. 

Perhaps a brief recital of a few 
figures and facts and a reference of 


171 


what remains to be done under this 
Act will be interesting to you. Twenty- 
one exchanges have been fully regis- 
tered as national securities exchanges. 
Four have gone out of business, and 
the departure of at least two of them 
brought a sigh of relief from the more 
conservative element in some of the 
business communities. Temporary ex- 
emption has been granted to fifteen 
exchanges. Of these, one is in Hawaii 
and one in the Philippines. Four 
more are more or less over-the-counter 
associations. As you will see we have 
still to pass on the applications of 
fifteen for permanent exemption. 

We have no desire to put the small 
exchanges that are honestly and fairly 
conducted out of business. On the 
other hand, there are in my opinion 
definite advantages to the investor and 
the general public in continuing many 
of the securities that are traded on 
those exchanges as registered securi- 
ties, so the problem is not an easy one. 


SECURITIES WORTH ONE HUNDRED 
BILLION REGISTERED 

Rules and regulations for the regis- 
trations that I have just referred to, 
and the exemption proceedings, had to 
be provided, and also we had to pro- 
vide rules and forms for the registra- 
tion of securities traded. About 2,140 
issuers have registered their securities 
under the 1934 Act. They have regis- 
tered between 4,100 and 4,200 issues. 
It is safe to say that the market value 
of all stocks and bonds listed on the 
national securities exchanges exceeds 
$100,000,000,000. This includes gov- 
ernment bonds. The par value of 
bonds listed was computed last May 
at over $27,000,000,000 (this includes 
corporate bonds, all foreign bonds, but 
excludes United States government 
bonds) and the number of shares at 
2,086,000,000. 

These registration statements are 
now being studied by our registration 
division, and this examination of so 
many figures, involving many prob- 
lems of law and accounting, is strain- 
ing the resources of that division to 
the utmost. What the reports of that 
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MR. GEORGE M. ARISMAN 
Controller, Armstrong Cork Company 
“These taxes, the Federal and State in- 

come taxes, not to say anything about 
the social security taxes, should be passed 
on to the consumer. I have made a study 
of this particular thing because I am 
bound to make several addresses this 
coming year on this particular subject, 
and up to a few weeks ago I was up 
against somewhat of a stone wall. Since 
that time it has been necessary for me to 
prepare a brief on the subject and I 
am now convinced that there is some- 
thing fundamental in that thought. You 
may not agree with me, but I am not 
going to argue the point tonight. I 
think it is something that is really worth 
while thinking about. .... 

“Some means must be found by corpo- 
rations for bailing themselves out, for 
passing this tax on to a point where it 
will be consumed and at the same time 
to a point where the voter, the consumer, 
will be made more conscious of this prob- 
lem of taxation. If you cannot solve 
this tax problem one way, possibly you 
can through another, or in several ways, 
but unless we can educate these persons 
who pay the taxes to the point where 
they realize what they are doing, I do 
not believe that we can do very much 
about changing this whole tax structure. 
I think some of you heard those speak 
on this subject who advocate nothing but 
a sales tax, a sales tax covering all the 
taxes. Well, you can imagine the change 
that would have to come about in Fed- 
eral, state, municipal, and local govern- 
ment set-ups to bring about such a 
change as that, because it is so involved 
politically that it would be very difficult 
to make a change of that kind.” 


MR. F. J. CARR 

Chairman, Committee on Education 

“It is a self-evident fact that there is a 
growing recognition of the controller’s 
function in industry; and in many im- 
portant industrial concerns and_ public 
institutions there is an increasing im- 
portance attached to the position of the 
controller. The recognition afforded the 


Controllers Institute itself is an evidence 
of this fact, and conversely, the work of the 
Institute itself is important in developing 
this recognition. 

“One result of this is that the controller’s 
job in itself is becoming more important 
Accountancy is one of the 


as a career. 


oldest of the professions. Public account- 
ancy especially, has been considered a 
dignified and responsible professional ca- 
reer. The position of the internal indus- 
trial accountant, or controller, however, has 
developed principally in the last genera- 
tion, as a result of the increasing size and 
complexity of our industrial structure. 
Starting with the development of the con- 
troller’s position in large industrial organ- 
izations, however, it is being more and 
more recognized as a major official posi- 
tion in industrial organizations of all sizes. 

“The universities and colleges which 
offer commerce courses up to the present 
time have apparently failed to keep pace 
with industrial development in their rec- 
ognition of the needs for courses specially 
designed for the controller. 

“The problem is not so much one of 
availability of material, as it is one of 
emphasis on the objectives of the courses 
given. Bulletins issued by the university 
and college schools of commerce, in discuss- 
ing accountancy, emphasize the public ac- 
counting field, and many of them direct 
their courses specifically towards certified 
public accountant examinations and the ul- 
timate acquiring of a certified public ac- 
countant degree.” 


HONORABLE ROBERT E. HEALY 


Member, Securities and Exchange Com- 
mission 

“Let me first tell you what pleasing 
memories I have of my meeting with you 
last winter, and how pleasant it seems 
to be asked to play a return engagement. 
I am glad to come back; I wanted to 
see how you are getting along. It seems 
to me that you are doing all right. I 
think we have gotten along very well to- 
gether in connection with our work under 
the two acts. We have trusted you; you 
have trusted us, and I think that we had 
better go ahead along those lines. We 
have been happy at the Commission that 
so many of you have accepted the invi- 
tation to bring to us your problems in 
connection with registration under the 
Securities Act of 1933 and the Stock Ex- 
change Act of 1934. Your response and 
cooperation have been most gratifying. 
The invitation is renewed now. 

“In addition, as your work brings you 
into contact with us and our representa- 
tives, if you think of constructive sug- 
gestions, we should be glad to welcome 
them and to study them. The months 
that have intervened since we met to- 


gether before have been busy ones for 
us, and I am told that the two Acts have 
made the controllers pretty busy, too. 
In some respects during that time we 
have fallen short of what we planned to 
accomplish, while in a few directions 
we have gone perhaps a little further 
than we had hoped to.” 


MR. ALBERT J. LANSING 


Chairman, Committee on Cooperation with 
Securities and Exchange Commission 
“The Committee is studying the ex- 

perience of corporations with the law, 

the effect of the various applications of 
the regulations, and the law itself, with 

a view to determining whether recom- ( 

mendations shall be made by The In- ( 


stitute to The Congress with respect to { 
possible amendment of the Act and of 
the regulations. .... j 
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nized, that it will become so to millions 
of investors who receive copies of the 
published reports, but it also means a 
certain recognition in his own organiza- 


“The controller is or has been always 
more or less the unknown quantity in an 
organization. I think that a great step 
forward in securing recognition could 
be secured through such a_ ruling. 
Therefore, I say there are many other 
things, of course, that could be discussed 
in connection with the Securities and 
Exchange Commission. All I can say is 
that I believe this Committee can render 
excellent service not only in the inter- 
ests of American business, but also for 
the recognition that the controllers de- 
serve. I hope that the committee next 
year will work along those lines.” 
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HONORABLE HENRY F. LONG 


Commissioner of Corporations and Taxa- 
tion, State of Massachusetts 


“I do want to call your attention to the 
fact that we have two trends of thought 
in this country. The first trend of 
thought is for the legislatures of the 
various states to give wide authority to 
the taxing official, and where that is 
done, and to a great extent it is done 
in my own particular instance, it seems 
to me that we can reach, not so much 
simplicity in taxation, as what might be 
called fairness in taxation, because we are 
permitted under our law to meet with 
the taxpayer, and so far as we do not 
transgress into the realm of making 


trades, we can make adjustments so that 
the ultimate tax which is borne by the 
individual taxpayer is fairly just accord- 
ing to his own way of thinking. 

“There are some states that feel that 
that is unfortunate, but anyone who 
makes an examination of the state laws 
that attempt to put down in detail what 
is to be done—and many of them do in 
order to work out this so-called simple 
tax—will generally find that it works in 
a way which makes very unjust taxation.” 

MR. HENRY D. MINICH 
Chairman, Research Council 

“The Council was organized in April, 
1935, along lines intended to permit a 
representative body to perform a worth- 
while service to the entire membership 
wherever located. It is believed that 
this has been done and that the (com- 
mittee) report shows fairly completely 
how this was accomplished. Whether 
or not our efforts are successful will de- 
pend largely on the use which members 
make of the Research Council. It also 
depends on the extent to which the mem- 
bers are willing and able to contribute 
their time and thought. 

“The first study, on taxes and taxation, 
gives promise of very interesting results 
and if it can be taken as typical, the 
members may look forward to some very 
worth-while studies during the coming 
year. 

“I shall not attempt to anticipate the 
report that will be made on this study. 
It is important, and the acceptance that 
the questionnaire has already received 
has made it necessary to extend the orig- 
inal scope and any detailed comment 
would be decidedly out of order. 

“However, to give you some idea of 
this study, it is significant to note, for 
example, that on the basis of the in- 
formation received from questionnaires, 
six companies alone report in the aggre- 
gate practically $25,000,000 greater in- 
come on the basis of individual returns 
than was actually earned on the consoli- 
dated basis. Many companies in this class 
are still to be heard from. 

“More than thirty per cent. of the com- 
panies reporting found it practical to 
form departments out of what had been 
for convenience subsidiary companies. 
By far the majority of controllers fa- 
vored consolidated returns. The argu- 
ments appeared to be in the following 
order: First, the equitable tax burden; 


second, the financial cost; third, the un- 
necessary and burdensome detail work 
involved. 

“This subject, as it is being approached, 
has every indication of producing results 
which should not only be helpful in for- 
mulating the ideas of representative con- 
trollers on this important subject, but 
also in helping to guide public opinion 
on this national question. Like many 
others, I look forward to the completion 
and publication of this report.” 


DR. MARCUS NADLER 
Of New York University, Speaking on 
“Tnflation”’ 

“Real inflation sets in when this in- 
crease in the volume of purchasing power 
begins to have its effect on commodity 
prices, security prices, or real estate. We 
already have inflation in this country, 
the first part; we already have credit in- 
flation in this country as evidenced by 
the fact that the volume of the deposits 
of commercial banks are tremendously 
large, and are steadily, weekly, increasing. 
So far the only effect of this tremendous 
increase in the volume of purchasing power, 
as evidenced by the increased volume of 
deposits, has been felt in the bond market, 
particularly the high-grade bond market, 
and more particularly in the price of in- 
terest on short-term credit instruments. 

“When you find today that a govern- 
ment is able to borrow on treasury bills 
at the rate of five to ten points of one 
per cent., that acceptances are selling at 
about one quarter to one-half of one per 
cent., that is the effect of inflation, re- 
flecting the tremendous increase in the 
amount of purchasing power seeking in- 
vestments.” 

MR. ERNEST L. OLRICH 
Marshall, Field & Company 
Presiding Monday Afternoon, September 16 
Introducing Honorable Robert E. Healy, 
member of the Securities and Exchange 
Commission: ‘Mr. Healy is a member of a 
Commission which I think a very short 
time ago we feared; today we find it is a 

friendly, fair Commission.” 


MR. J. H. RIDDLE 


Economist, Bankers Trust Company 


“I see nothing in the liberalizing provi- 
sions (of the new Federal Banking Act) 
which would induce business or other 
borrowers to speed up their demands for 
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Conservative, Yet Progressive Program 


Promised by Rodney S. Durkee 


Newly Elected President of Institute Pays Tribute to Three Men Who Preceded Him 
in Office, for Jobs Well Done—Extends Welcome to New Members of Board of Direc- 
tors—Hopes for Continued Service to American Business and to Controllership. 


R. RODNEY S. DURKEE, 

newly elected president of The 
Institute, was presented to the mem- 
bers by Mr. Daniel J. Hennessy, the 
presiding officer at the session Tues- 
day afternoon, September 17, at the 
Waldorf-Astoria Hotel, as follows: 

“It gives me a great deal of pleas- 
ure, not only pleasure but confidence 
in the destiny of The Controllers In- 
stitute, to present Mr. Durkee, next 
year’s president.” 

In accepting the office, Mr. Durkee 
said: 

“I have not prepared any formal 
speech of acceptance, because I really 
feel that we are simply one large 
family and that formalities should be 
more and more dispensed with as we 
go along in the life of this organiza- 
tion. I am following in office three 
men who have much more to their 
credit in accomplishment and cour- 
age than can possibly be attributed 
to me or any future president. 

“Frank Carr, who I wish was here 
today, was in charge at the birth and 
during the infancy of this organiza- 
tion when, frankly, few of us would 
have had the courage to tackle the job. 

“Then Dan Hennessy came along 
when things were still considerably 
shaky from a financial standpoint 
and through his leadership took us 
over the first hurdle toward a sound 
future. Carr and Hennessy builded 
the foundations of this organization. 

“Major Shumberger carried on 
during what we should probably 
consider the transition period, when 
there was still some slight uncer- 
tainty as to our future and in spite of 
that uncertainty we made long 
strides forward under the Major's in- 
spiring leadership. 


“So I say that I take up the leader- 
ship of this organization at a time 
when there are not so many prob- 
lems, so many worries, as were met 
by my three predecessors. 

“In addition, the members of this 
Institute have seen fit to surround 





Mr. Rodney S. Durkee 
Newly Elected President of Institute 


me with a magnificent board whose 
mouthpiece I shall be. I am partic- 
ularly grateful to have as vice-presi- 
dents some of the out-of-town mem- 
bers whose election was permitted by 
the change we made in our By-Laws 
a year or so ago. Rather than name 


‘them one by one, I simply say to 


each of them—welcome! Their as- 
sistance as vice-presidents is needed. 


“To the other members of the 
Board, most of whom I have had the 
pleasure of knowing and working 
with for four or five years, I again 
express pleasure in my association 
with them. To the three newly 
elected members—welcome to our 
Board! I know we can count on your 
help and support. 

“We are not going to try to do 
anything spectacular this year. We 
talked it over in the Board this 
morning. We are going ahead on 
the well-ordered, conservative, yet 
progressive plan to render service to 
industry, our businesses, and our- 
selves. All I can ask from the mem- 
bership of this Institute is the same 
sort of support that my three prede- 
cessors have had.” 

Mr. Durkee had served The In- 
stitute as vice-president during the 
preceding year, and had been a mem- 
ber of its Board of Directors for 
three years. He was reelected a direc- 
tor, as well as president, at this year’s 
meeting. He is controller of the 
Socony-Vacuum Oil Company, Inc. 
Mr. Durkee is a native of Omaha, 
Nebraska. He attended the Univer- 
sity of Nebraska, and in 1909, be- 
came auditor and freight claim agent 
of the Nevada Northern Railway. 
He served as controller of the Pan- 
ama-Pacific International Exposition 
in San Francisco from 1912 to 1916, 
and then became executive secretary 
of the Bank of Italy, San Francisco. 
From 1916 to 1929 he was controller 
of the General Petroleum Corpora- 
tion of Los Angeles. He then became 
controller of the Socony-Vacuum Oil 
Company, Inc., which was formerly 
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Institute a Proving Ground Where 
Controller May Test Strength 


Retiring President Paints Clear Picture of What Organization May Accomplish— 
Controller's Penetrative Information Valuable When Assaults Are Made on Corpo- 
rate Structure by Poorly Informed Legislators—Address by J. CALVIN SHUMBERGER. 


oe of THE CONTROL- 
LERS INSTITUTE OF AMERICA 
who were present at the annual bust- 
ness meeting held Monday evening, 
September 16, at the Waldorf-Astoria 
Hotel, New York City, applauded 
heartily this presidential address, de- 
livered by J. CALVIN SHUMBERGER, 
controller of the Lehigh Portland 
Cement Company, and of the Call 
Publishing Company, both of Allen- 
town, Pennsylvania, the retiring presi- 
dent of The Institute. MAJOR SHUM- 
BERGER packed much of constructive, 
analytical thought into this brief ad- 
dress, which the members received as 
an inspiring, idealistic message. 


—THE EDITOR. 


You gentlemen may recall that one 
year ago in my inaugural address to 
you I made the statement that we were 
then an established institution; that 
our organization had developed to 
maturity, with its roots grounded in 
the determination to educate ourselves 
for service and our employers to the 
knowledge of that high purpose which, 
alone, confirms the direction of our 
work together. The year’s accomplish- 
ment in this respect has been an ac- 
knowledged success. Our booklet— 
“A Year of Progress’’—exhibits the 
splendid degree of coordinated ac- 
tivity which the Institute has experi- 
enced and which is now a part of the 
history of 1935. 

Through this reciprocal relation- 
ship controllers have proved to them- 
selves tremendous advantages which 
far outweigh the meagre benefits pro- 
cured from the antiquated and com- 
placement method of striving to do 
efficient service alone. 

Useful knowledge is the great ob- 
ject of our desire. We must continue 


to apply ourselves with zeal to the 
practice and profession of controller- 
ship. Knowledge is attained by degrees 
and can not everywhere be found. 
The Institute, of which we are mem- 
bers, is the means whereby, through an 


association of ideas, we develop. 


strength through increased knowledge. 

There is a life that is worth living 
now as it was in former years—and 
that is the honest life, the useful life, 
the unselfish life, cleansed by devotion 
to an ideal. There is a battle that is 
worth fighting now as it was worth 
fighting then, and that is the battle to 
cleanse, so far as in our power lies, 
the fountains of our national life from 
political, commercial and social erup- 
tions. The well educated are those who 
see deepest into the meaning and the 
necessity of unity in thinking and 
laboring. Unselfish courage and loyalty 
to this ideal of our Institute promises 
rich reward. 

During this year corporate officers 
have felt their corporation’s increased 
strength and competence, the contacts 
of their controllers with men whose 
experiences have been more widely 
divergent than their own. The Con- 
trollers Institute is the proving ground 
where a controller can test and de- 
velop his strength by entering into 
discussions on his own problems. 

In our midst during the past year 
there has been extraordinary develop- 
ment along this line. Mutually per- 
plexing problems have been presented 
at the monthly meetings of The In- 
stitute for examination and discussion. 
The viewpoints of other controllers 
have been helpful, and have enabled 
the members of The Institute to find 
their way more clearsightedly through 
office difficulties. Officers of the com- 
panies represented by members of The 





Institute are welcome visitors at any 
of our meetings. 

Where company officers and con- 
trollers will work together for the best 
interests of the corporation, there will 
unfold not only a more significant de- 
gree of efficiency, but far greater wis- 
dom. Many a confusing position in 
which a corporation has become in- 
volved might have been avoided had 
sufficient light been thrown on the 
wrong turn in the road. 


PENETRATIVE INFORMATION 
AVAILABLE 


It is in astute, discerning contact 
men that corporations are frequently 
lacking. There arises the manifest need 
for men who, because of their daily, 
practical opportunties, will be most 
intelligently informed, and therefore 
the most logical individuals to give 
penetrative information when assaults 
are made against the corporate struc- 
ture by impractical and poorly in- 
formed legislators. 

The politician looks to the next 
election—the controller looks to the 
next generation. There is a limit to 
the passing on of the expense of poor 
management to succeeding genera- 
tions. The deliberations of The Insti- 
tute have considered the extent to 
which generations of the future will 
be coerced into paying for the house- 
cleaning and obsolescence which are 
ours today. We would not leave to 
them a heritage of weakness and in- 
stability with which to maintain their 
independence against other countries. 
National, state and local extravagance ; 
wild, reckless and ignorant spending 
must be controlled. 

The service which The Institute has 
rendered the Securities and Exchange 




















Commission and the Department of 
Internal Revenue not only has proved 
advantageous to the government of 
the country, but also indicates that 
economies can be effected, which are 
equally beneficial to business, inves- 
tors and the general public. 


PURPOSE OF BusINEss Is HONEST 


The Institute endeavors to assure gov- 
ernment of the honest purpose of busi- 
ness in general, and strives to avoid antag- 
onistic contacts which inevitably result 
in extremely costly misunderstandings. 

My zeal for The Institute and its 
ideals, my enjoyment of our technical 
discussions are two strong influences 
which insist on becoming the theme of 
my address. Throughout the year I 
have purposely and earnestly devoted 
my mind to our technical problems 
and discussions. It is difficult for me at 
this time to divorce even temporarily 
from my mind the current problems 
which are basically our mutual interest. 

Tonight matters technical must give 
place to matters emotional—and my 
remarks come from the depth of my 
heart. Gratefully I tell you of the 
happiness I have known because of 
your support this past year. The secret 
of happiness is not in doing what one 
likes, but in liking what one has to do. 
The opportunity of working with 
those splendid men who served The 
Institute as vice-presidents, those com- 
prising the Board of Directors, our 
efficient, energetic and affable execu- 
tive secretary, and the presidents of 
the Controls, guaranteed that my work 
should be enjoyable. For the kind 
counsel of the past presidents of The 
Institute I am most grateful. 

Our work together this year recalls 
to mind the old English story of the 
“Lamp Lighter.” You will remember 
it was the duty of the old lamp lighter 
each evening to travel throughout that 
little English town and light the street 
lamps, whereby the residents might 
walk in safety. Daily he faithfully 
completed his task. Daily the residents 
watched for him, and many walked 
with him as he wended his way about 
the town. Then they watched him as 
he ascended the hill, lighting the lamps 
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along the way until finally he disap- 
peared beyond the brow of the hill. 
He was lost from their sight, but the 
lights he had lighted remained and 
glowed throughout the night. The re- 
sult of his work remained after he was 
lost to view. 
We strive for permanency so that 
the fruits of our labors may continue 
down through the years to brighten the 
pathway for those who are to follow. 
Working, praying, striving, hoping— 
that’s life, that’s living. Arriving is 
the end. As one who is keenly aware 
of the personal sacrifices all of you have 
made, and the trying circumstances 
under which many of you are working, 
let me say—‘'Congratulations.” 
I wish it were possible for me to 
express adequately my appreciation 
for the fine courtesies and genial as- 
sociations I have enjoyed at your 
hands. These lines will tell you how I 
feel as I say good-bye and turn over 
the office of president to my successor: 
Here’s a pledge to your health, to your joy, 
your success, 

For folk of your kind are too few; 

There is something to hearten, to gladden, 
to bless, 

In a group of good fellows like you. 


So I pledge you again, and can say only this, 
And it rings from a sentiment true, 

I shall always regret every hour I miss, 
From a group of good fellows like you. 


ST. LOUIS CONTROL 
BEING ORGANIZED 


Organization of a Control in St. Louis 
is assured, and will be consummated in 
October. During the Fourth Annual 
Meeting of The Institute, Mr. F. A. 
Ulmer, formerly vice-president and na- 
tional director of The Institute, and now 
a member of its Advisory Council, pre- 
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CONVENTION 
ATTENDANCE LARGEST 
| IN HISTORY 
| TTENDANCE at the 
| Fourth Annual Meeting 
was naturally the largest in the 
history of The Controllers Insti- 
tute, due to its growth in num- 
bers during the past year. It 
totaled 207, so far as the registra- 
tion cards indicate, but this num- 
ber does not include the more 
than 150 guests who attended the 
annual dinner, in addition to the 
members. 

Cities represented in the mem- 
bership registration are: 


Atianta Rochester 

Boston St. Louis 

Chicago St. Paul 
Cleveland San Francisco 
Detroit Seneca Falls 
Ithaca Syracuse 

New York Tampa 
Philadelphia Washington, D. C. 
Pittsburgh Winston-Salem 











sented applications for membership from 
seven controllers of leading corporations 
in St. Louis. Previously nine controllers 
of prominent business concerns in and 
near St. Louis had been elected members 
of The Institute. 

An Organization Committee of five 
was named, to carry out the details of 
forming a Control in St. Louis. The 
committee is made up of: Mr. F. A. 
ULMER, Monsanto Chemical Company; 
Mr. Otto SCHULTZ, Stix, Baer & Fuller; 
Mr. L. G. Rowe, Emerson Electric Com- 
pany; Mr. J. G. LIvENGoop, Missouri, 
Kansas & Texas Railroad Company; Mr. 
R. O. Monnie, International Shoe Company. 

This committee has made application for 
a charter for the St. Louis Control. 





| letterhead request. 





| Quick Tax Facts | 


New Revenue Act of 1935 plus Federal Payroll Taxes un- | 
der Social Security Act make 1936 Alexander Tax CoursE 
AND GUIDE more valuable than ever before. One volume 
| ready reference to tax facts you must have. Income Taxes, 
Capital Stock Taxes, Excess-Profits Taxes, Payroll Taxes. 
| Cost, $7.50 complete. No supplements. Approval copy on 


THE ALEXANDER PUBLISHING CO., INC. 


60 WALL STREET, NEW YORK, N. Y. 
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(Continued from page 171) 
division to the Commission will be 
the future alone can show, but many 
of the deficiencies and difficulties are 
being ironed out by the issuers with 
the aid of the stock exchanges. 

Still looking backward, we find that 
all the exchanges have voluntarily put 
into effect reforms in their internal 
government which were recommended 
by the Securities and Exchange Com- 
mission in a report made to Congress. 
The rules proposed by the Securities 
and Exchange Commission relating to 
specialists, floor traders, odd-lot trad- 
ing, options, and short sales are being 
tried out for an experimental period 
for the guidance of the exchanges and 
the Commission as well. The Commis- 
sion had the power to impose those 
rules, but instead of doing that, we 
asked the exchanges to try them out 
themselves. 

We have made a fair start toward 
the registration of over-the-counter 
dealers who use the mails and the 
instrumentalities of interstate com- 
merce. Still looking backward, I be- 
lieve that under the Act and _ its 
administration the principal stock ex- 
changes have had an air of stability 
both in price and in volume, which in 
relation to the present size of the 
market, number of issues, total num- 
ber of shares, and the par value of 
bonds listed has seldom been wit- 
nessed before. 


UNFAIR STOCK TRADING REDUCED 


The market, so it seems to me at 
least, has assumed much more the 
character of an investment affair and 
necessary trading, than it has in many 
years. It seems to me that it is the 
unnecessary, the wasteful, and unfair 
forms of trading that have contracted, 
and that the quality of trading has 
improved. It seems to me that a 
more responsible margin situation 
exists, that the exchange members 
have a greater feeling of responsibil- 
ity and care. Manipulative practices 
have been proscribed by the Act. 

Now, looking forward, let us see 
what there is ahead of us under the 
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Securities Exchange Act.. First, we 
probably can never get through the 
work of shortening, simplifying, and 
writing forms and rules. It is a mat- 
ter of sincere regret that we have not 
yet succeeded in making the rules as 
easy of understanding as we hope to 
some day. We have a great many 
applications for confidential treatment 
of information contained in registra- 
tion statements. We have disposed 
of comparatively few. Most of them 
relate either to salaries paid or to 
gross sales and cost of sales. The 
Securities Exchange Act gives us far 
greater power, far greater discretion, 
as to withholding publicity than does 
the Securities Act. The Commission, 
in preparing its forms of registration 
under the Securities Exchange Act, 
asked for far less information on the 
subject of salaries than the statute it- 
self would have permitted and justi- 
fied. 


CONFIDENTIAL TREATMENT OF 
INFORMATION 


I said that we have considered only 
a few of those cases, comparatively 
speaking, but in most of the cases re- 
lating to salaries the reasons urged on 
the Commission were not convincing. 
This is not to say, however, that we 
may not have in our files at this mo- 
ment requests for confidential treat- 
ment of salaries which we shall feel 
obliged to honor. 

Much ‘the same situation existed as 
to gross sales and cost of goods sold, 
with this interesting addition. We 
have found in several instances that 
the information for which the appli- 
cant was asking confidential treat- 
ment, in which he said he was trying to 
keep from his competitors, was as well 
known to the competitors as it was to 
the applicant. A corporation with tens 
of thousands of stockholders is a 
quasi-public institution. It may be 
technically and legally private, but it 
is not the closed corporation of our 
father’s day. And some of the stand- 
ards of those days, particularly those 
relating to publicity, are no longer 
valid. 


SOME PROBLEMS TO BE HANDLED 


We have also waiting for us these 
problems: what rules to make as to 
the limiting of brokers’ aggregate in- 
debtedness in relation to their capital ; 
as to brokers hypothecating customers’ 
securities; and as to pegging, fixing, 
and stabilizing of prices. You men 
know that very often during the period 
that underwriters, so-called, are dis- 
tributing securities, they take all of 
the bonds or debentures that are 
offered on the market and maintains 
the price up at least equal to the pub- 
lic offering price during that period, 
and sometimes when that period is 
over there is a rapid drop in the mar- 
ket value of the security. I do not think 
that is happening so much today as it 
did in other days, but we are given 
authority to decide whether that prac- 
tice is to continue, and it is not at all 
an easy problem. 

Then by next January we have to 
make a report to Congress as to 
whether the same person on the ex- 
change will be permitted to act both 
as a dealer and as a broker. We have 
to advise Congress by next January 
what to do about the unlisted securi- 
ties that are traded on the exchanges, 
notably on the New York curb. We 
have not touched the question of what 
periodic reports are to be made to us 
and to stockholders and exchanges by 
registered corporations. Then, what 
tules shall be established as to the 
solicitation and use of proxies? Can 
American corporations, with their tens 
of thousands of stockholders and their 
handfuls of personal attendants at 
meetings, be satisfactorily democratized ? 

We must make a report with rec- 
ommendations for legislation by next 
January as to the activities of protec- 
tive and reorganization committees. 
You know without my telling you that 
whereas some of the reorganization 
committees function honestly and 
wisely, there are some that do not. All 
of these things we are doing because 
Congress commands them, and all of 
them I think are designed to establish 
better methods for the protection of 
the investor, that very important per- 
son, the American investor. 
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REGULATION OF OVER-COUNTER 
MARKET 

Omitting some minor items, there 
is also the problem of the regulation 
of the over-the-counter market. The 
authors of the Act foresaw thet many 
of the objectives of the Act might be 
defeated if the over-the-counter market 
were not subject to the same regulation 
as that provided for the Stock Ex- 
changes, so the authority to establish 
such regulations was given the Secu- 
rities and Exchange Commission by 
the Act. We must consider whether 
the corporations and officers thereof, 
whose securities are regularly traded 
over the counter, should not make the 
same reports as in the case of regis- 
tered securities, and whether the same 
provisions against manipulation and 
all other undesirable practices should 
not be established. We must con- 
sider what fairness toward the issuer, 
the investor, and the organized ex- 
changes, as well, demands of us. The 
problem will require careful handling. 

Our statistician estimates the num- 
ber of issues that are fairly active, 
which may be said to constitute the 
real trading material of the over-the- 
counter market, at between six thou- 
sand and ten thousand. AIl of these 
estimates are necessarily very rough, 
but he estimates the market value of 
these stocks in the over-the-counter 
market at about $10,000,000,000, 
and bonds at par value at about 
$45,000,000,000, including state and 
municipal bonds. The really big 
trading in bonds is in the over-the- 
counter markets and not on the or- 
ganized exchanges. 


No MARKED FLIGHT OF SECURITIES 

So far we have not noted any 
marked flight of securities from the 
exchanges to the over-the-counter mar- 
ket, but it is well worth consideration 
whether the public interest would not 
be better served in the long run if all 
the widely owned respectable active 
securities on the over-the-counter mar- 
ket were registered, fully registered, 
either on an exchange or where they 
are. We may see also a series of new 
associations, voluntarily formed by 
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dealers, which will go a long way 
toward helping us solve this difficult 
problem of the over-the-counter mar- 
ket. We have not gone further with it 
to date than to provide for the regis- 
tration of dealers in that market. 

We have about 4,900 of these dealer 
applications to date, and despite the 
extremely and intentionally simple 
forms that we prepared, we have 
found to date about 200 cases (and I 
think there are more coming), as to 
which we must hold hearings to de- 
termine where the applicants should 
be registered. 

Many of these problems have never 
been carefully studied before, and the 
volume of information available to us 
has been very small. We are getting 
the information with the assistance of 
the exchanges. I feel that a wise solu- 
tion of these problems is of extreme 
importance to the future of American 
business. 


UtTiLiry HOLDING COMPANY ACT 


I could say a great deal more about 
both of these Acts but I do not want 
to take up too much of the available 
time. I do not wish to close, however, 
without a brief reference to the latest 
addition to the statutes entrusted to 
our care, the Public Utility Holding 
Company Act of 1935. A reference to 
it recalls to my mind the prophecy 
once made before Congress, when the 
Stock Exchange Act was under con- 
sideration, that the enactment of that 
Act would be followed by chaos. It 
has not been followed by chaos. It 
has been followed so far at least by 
the most orderly market we have seen 
in many years, despite the fact that 
its brief existence covers the period 
that witnessed the nationalization of 
silver and the upsetting of the NRA. 
In fact, there is now far less chaos in 
the market than there used to be. 

The Holding Company Act, Title 1 
of the Public Utility Act of 1935, in- 
vests in the Securities and Exchange 
Commission powers to regulate and 
control public utility holding com- 
panies whose interests and activities 
transcend state lines. It is an attempt to 
deal with a national problem, nationally. 
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Over a period of years the states 
have, in varying degrees of effort and 
success, regulated the operating elec- 
tric and gas utility industries. The ef- 
ficacy of such state efforts has been 
undoubtedly impaired by the fact that 
local operating companies have lost 
their autonomy and have been more 
and more under the control of the 
giant holding companies which are 
generally beyond the jurisdiction of 
the states in which their subsidiaries 
operate. Practically and legally the 
states have not been able to regulate 
the interstate or extrastate holding 
company with its offices in some great 
financial center, and its corporate 
domicile in a state eager for corporate 
taxes and willing to condone corporate 
laxities. The evils and abuses at which 
the Act is aimed, I shall not discuss. 
They are set forth in the Act and it is 
my conviction that specific examples 
of each of them as described in the 
Act can be found in the published re- 
ports of the Federal Trade Commission. 

The Act deals with those utility 
holding companies which use the 
mails and channels of interstate com- 
merce to sell their securities to the 
public, to exercise their control over 
subsidiary operating companies located 
in several states, and to carry on their 
other businesses. 

If I had more time, I could talk 
about the Holding Company Act and 
the holding companies quite a good 
deal, but I see that I am drawing close 
to the limit of my time. But there is 
one thing that I prepared to say that 
I must not omit. It is this: 


ADMINISTRATIVE FLEXIBILITY 
PROVIDED 

The provisions of the Act are 
drawn to place in the Commission dis- 
cretion which will provide the neces- 
sary administrative flexibility and en- 
able the law to be adapted to the needs 
of varying conditions and special or 
unusual circumstances. Throughout the 
Act regard is had for the fact that the 
operating utility industry is primarily 
within the jurisdiction of the states. The 
law is designed to supplement, not to 
supplant, state regulation. The Commis- 
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credit and therefore I do not regard this 
Act as a recovery measure. The propo- 
nents of this legislation have urged that 
broadening the eligibility provisions gov- 
erning borrowings by member banks from 
the Federal Reserve Banks and _liberaliz- 
ing the restrictions on real estate loans 
would induce the banks of the country to 
be more liberal in their lending policies, 
thereby inducing recovery. The advocates 
of this legislation assume that banks are 
not meeting the legitimate credit require- 
ments of the country. This seems rather 
strange doctrine to the thousands of banks 
which are trying desperately to find ways 
to lend or invest their funds. Banks in 
this country have established specific lines 
of credit in favor of business concerns 
amounting to billions of dollars which they 
are ready and eager to lend. Any increase 
in business demands will find credit avail- 
able and ready. Increasing credit does not 
increase business; it is the other way 
around. If industry is hesitating it is not 
because of a lack of bank credit. Censur- 
ing the banks for not increasing credits is 
on a par with criticizing the railroads for 
not carrying more traffic when the traffic 
does not exist. Furthermore, it detracts 
attention from the true causes of industrial 
stagnation.” 
MR. B. G. SMITH 
Chairman, Committee on Professional 
Standing 

“Aside from any slight ethical excel- 
lencies that might have developed in the 
preparation of this booklet, the commit- 
tee felt that the effort was well worth 
while owing to the fact that The Con- 
trollers Institute of America would re- 
ceive a certain amount of credit from 
it, regardless of any other consideration, 
and we felt at that particular time that 
that was a very valuable thing to have. 

“Thus considerable effort was put in 
on this work. You have all seen a copy 
of this booklet, ‘The Functions of The 
Controller.’ It was issued by the Metro- 
politan Life Insurance Company as of 
April, 1935, and we are advised that it 
has issued more than ten thousand copies 
to industrial executives and leaders 
throughout the country. We think that 
it has well justified the effort put in 
on it.” 

MR. E. P. THOMAS 

President, National Foreign Trade Council 

“While we cannot yet record the return 
of world trade to its former normal level, 
we may with confidence predict a steady 
uprise which through its gathering mo- 
mentum will extend America’s hold on her 
former markets. The necessity imposed 
upon other countries of increasing their 
exports will, it is safe to prophesy, compel 
consideration by them of the causes that 
retard this export movement. For this 
reason support should be given to the De- 
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partment of State in the task assigned to 
it under the terms of the Reciprocal Trade 
Agreements Act—giving a fair trial to the 
efforts of the United States in seeking to 
reopen the normal channels of international 
trade. The process may be slower than we 
had hoped, but six years of a nationalistic 
trend throughout the world have accumu- 
lated complications and difficulties which 
can be overcome only by adhering to the 
course upon which we have entered—that 
of making bilateral trade agreements which, 
generalized to countries that reciprocate in 
kind, will bring the world of nations back 
to a recognition of the fact that, economi- 
cally, they stand or fall together.” 


MR. ARTHUR R. TUCKER 

Secretary, Controllers Institute of America 

“It is my privilege as your executive 
officer to report to you again this year 
facts and figures which show that our 
organization has enjoyed another most 
successful year of accomplishment and 
growth, with a nearer approach than ever 
to our principal objectives—the develop- 
ment of the technique and standing of 
the controller to the point where he is 
enabled to give the utmost of service 
to his company and to the business com- 
munity, and where his unique talents, 
abilities, and training are duly and ade- 
quately recognized.” 


MR. C. OLIVER WELLINGTON 
Of Scovell, Wellington & Company, 
Engineers and Accountants 

“There are three groups of costs that 
can be blamed directly or indirectly on 
the New Deal. One is the high taxes 
which apparently we shall have to meet 
ourselves and which will have to be met 
by our children and our children’s chil- 
dren, before we can ever take care of the 
expenditures that have been made so far, 
to say nothing of what may come. 

“The second group is the oppressive 
regulations and the interference with 
business, that is, the restrictions on trade, 
and difficulties that have been set up with 
respect to labor relations. 

“The third general group is the costs 
of reports, returns, and so forth, that 
have been required, and my discussion 
this afternoon will be of the third group.” 


(Continued from page 179) 

sion is to make investigations at the re- 
quest of state commissions and to sup- 
ply them with special studies. In the 
regulation of security issues, accounts, 
property acquisitions, and the like, pro- 
vision is made throughout the Act to 
insure compliance with state laws. The 
Act covers a broad, complex field. 

I now tell you we shall approach it 
in the same spirit in which we have 
approached the other two Acts, care- 
fully, cautiously, painstakingly. We 
shall not try to dig up the rotting 
corpses of companies with whose his- 
tory you are familiar, and breathe the 
breath of life into them. I do not be- 
lieve anybody can do that. I do not 
believe anybody can restore 1929 
prices to the common stocks of com- 
panies whose stocks were issued very 
largely—or perhaps that is not quite 
fair to say very largely—but to an im- 
portant extent against write-ups and 
inflations of various kinds. 

I think there is an opportunity for 
the Commission to do constructive 
work in administering this Act, and 
that it is going to be the purpose and 
intention of the Commission to be con- 
structive about it. The ultimate success 
of the public utility Holding Act from 
the point of view of the utility indus- 
try, as well as of the investor and the 
consumer, will depend not only upon 
wise administration but upon the co- 
operation which may be expected from 
a reformed industry as a matter of en- 
lightened self-interest. 


WELCOMES EARLY TEST 
The Edison Electric Institute has 
recently announced its intention to test 
(Continued on page 183) 
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REVIEWS of Current Business Publications 


THE NATIONAL RECOVERY ADMIN- 
ISTRATION, by Leverett S. Lyon, Paul T. 
Homan, George Terborgh, Lewis L. Lor- 
win, Charles Dearing, and Leon C. Mar- 
shall. Brookings Institution, Washington, 
D. C. 948 pages, price $3.50. 

This volume presents a scholarly and 
very complete analysis of the rapidly de- 
veloping and swiftly changing form and 
activities of the N.R.A. from its inception 
to shortly before the Schechter decision, 
and an objective appraisal of its social 
and economic significance. Several of the 
authors were members of the N.R.A. or- 
ganization. Some of the points brought 
out are as follows: 

The initial limited objectives of N.R.A. 
were to negotiate for the cooperation of 
business in (1) checking the downward 
price movement based on wage cutting, 
(2) spreading employment, and (3) in- 
creasing the purchasing power of the 
masses. Congress granted the president un- 
precedented power with vaguely defined 
objectives under unique circumstances 
with respect to issues never extensively 
debated. The objectives and administra- 
tive attention were divided between stimu- 
lating recovery and planning a better fu- 
ture for the longer pull. While progress 
toward eliminating various undesirable 
practises deserved and received widespread 
public support it affected powerful groups 
whose special interests sometimes con- 
flicted with one another and sometimes 
with public ends. Hence active contro- 
versy of special interests interfered with 
both expedition and equity. Decisions 
made by tired, overworked men in mid- 
night sessions under the doctrines of trial 
and error, action and speed, carried ex- 
perimentation beyond the bounds of cau- 
tion. 

The N.R.A. crystalized sentiment for 
the removal of economic abuses and accu- 
mulated much valuable information on 
working conditions and business practises. 
Its experience adds a lot to the possibili- 
ties of subjecting these aspects of our 
economic life to analysis and interpreta- 
tion and should throw much light on the 
feasibility of various types of collective 
control. 

Yet it raised grave misgivings. Code 
making allocated to private groups im- 
portant powers of potential public disad- 
vantage. Working at high speed and with- 
out clear standards or statutory guidance 
it enacted into law a huge mass of regu- 
lations, many of which were incapable of 
precise interpretation or enforcement. 
Fundamental reforms in N.R.A. were 
needed: (1) Simplification, standardiza- 
tion, and greater flexibility of codes with 
elimination of non-enforceable provisions 


and modifications of remainder in line 
with clearly determined criteria of public 
policy; (2) building up of an adequate 
system of economic reporting and analy- 
sis; (3) reconstruction of administrative 
organization so as to achieve continuity of 
policy and method and to strengthen the 
supervisory, compliance, and code ma- 
chinery. Any real attempt to carry out such 
reforms would however have been solidly 
resisted. Voluntary acquiescence in codes 
very largely depended upon special privi- 
leges of a socially damaging nature. Au- 
thoritative removal of elements which 
particular groups regarded as important 
would have undermined the whole scheme 
of code administration and _ voluntary 
compliance upon which the N.R.A. rested. 

The N.R.A. abolished child labor, spread 
work, and increased leisure by shortening 
hours, and helped some with minimum 
wages. It created a turmoil in industrial re- 
lations. Yet it missed many opportunities 
in failing to grasp the chance of formulat- 
ing a clear-cut policy on collective bargain- 
ing; it made doubtful compromises to the 
extent that it did act on policies adopted 
under external pressure; it produced un- 
premeditated pressure; it produced unpre- 
meditated effects in trade union advan- 
tages and in the vigor of the company 
union movement. 

The psychological lift in hope and con- 
fidence engendered by the N.R.A. was 
considerable. It caused a temporary pro- 
duction boom in 1933 based partly upon 
speculation. It raised wages and_ prices 
but on the average little change in real 
purchasing power or in its distribution be- 
tween groups was accomplished. The in- 
dustrial price increases retarded the res- 
toration of parity with farm prices and the 
adjustment of construction costs to the de- 
mand for building. The control of factory 
capacity was probably adverse to the re- 
vival of the capital goods industries. The 
net effect is subject to debate between those 
who believe that recovery would have con- 
tinued without N.R.A. and others who be- 
lieve it averted another slump. The au- 


thors believe that except at the beginning 
the N.R.A. retarded recovery. 
Every controller should read this inter- 
esting book. 
Reviewed by E. STEWART FREEMAN, 
Dennison Manufacturing Co. 


THE ACCOUNTING REVIEW, Septem- 
ber: Published Quarterly by The American 
Association of University Instructors in 
Accounting, Chicago. 64 pages. Price $1.00 


Seven articles of exceptional interest to 
those having to do with accounting mat- 
ters, as well as two or three departments, 
are included in this issue. Mr. H. W. 
Ballantine and Mr. George S. Hills are 
joint authors of an article, “Corporate Cap- 
ital and Restrictions upon Dividends.” It 
is a most valuable contribution to the dis- 
cussion of this subject. It is pointed out 
that considerable progress has been made 
in recent years toward more scientifically 
drafted corporation laws which aim to give 
efficiency and scope to the management, 
and, at the same time, to impose reasonable 
safeguards against corporate abuses. Ten 
states, it is pointed out, have recently 
enacted new corporation laws, in which, to 
a large extent, have been included sug- 
gestions contained in the Uniform Busi- 
ness Corporation Act, which was drafted 
by the National Conference of Commis- 
sioners on Uniform State Laws, and ap- 
proved by the American Bar Association 
at its 1928 meeting. This present article 
is comprehensive in scope and is well 
worth reading by corporation officials and 
directors. 

Other articles in the September number: 
“Graduate Study of Accounting,” Howard 

S. Noble 
“The Financial Aspects of Depreciation 

Accounting,”’ Perry Mason 
“Value or Cost,” A. C. Littleton 
“Adequacy of Accounting Records in a 

Money Economy,” Emma Corstvet 
“A Method of Securing a Statement of Ap- 

plication of Funds,” Walter Young 
“The Accounting Exchange” 

Reviewed by ARTHUR R. TUCKER 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


OFFICERS AND DIRECTORS 
ELECTED 


Members of The Controllers Institute of 
America, at the Annual Business Meeting 
held Monday, September 16, elected seven 
directors for terms of three years each as 
follows: 

RopNEY S. DURKEE 
Socony-Vacuum Oil Company, New 
York City. 

FRANCIS B. FLAHIVE 
Columbia Gas & Electric Corporation, 
New York City. 

HERBERT A. GIDNEY 
Gulf Oil Corporation of Pennsylvania, 
Pittsburgh. 

ALBERT J. LANSING 
Colgate-Palmolive-Peet Company, Jer- 
sey City. 

ERNEST L. OLRICH 
Marshall Field & Company, Chicago. 

Ear D. PAGE 
Philadelphia & Reading Coal & Iron 
Company, Philadelphia. 

JoHN K. THOMPSON 
Erie Railroad Company, Cleveland. 


Two auditors for terms of one year 
each were elected as follows: ROBERT 
MEYER, WILLIAM F. SiGc. 


Officers 
At a special meeting of the Board of 
Directors of The Institute, held Tuesday, 
September 17, 1935, at 11:00 A.M., ofh- 
cers of The Institute for the fiscal year 
ending August 31, 1936, were elected as 
follows: 


President 
RopNEY S. DuRKEE 
Socony-Vacuum Oil Company, Inc., 
New York City. 
Vice-Presidents 
WILLIAM R. DorEMus 
Ingersoll-Rand Company, New York 
City. 
FRANCIS B. FLAHIVE 
Columbia Gas & Electric Corporation, 
New York City. 
HERBERT A. GIDNEY 
Gulf Oil Corporation of Pennsylvania, 
Pittsburgh. 
ERNEST L. OLRICH 
Marshall Field & Company, Chicago. 
HENRY C. PERRY 
The Heywood-Wakefield Company, 
Gardner, Massachusetts. 


Treasurer 
O. W. BREWER 
American Gas Association, New York 
City. 


Secretary-Controller 
ARTHUR R. TUCKER 
New York City. 


NEW MEMBERS OF 
INSTITUTE 


At a special meeting of the Board of 
Directors of The Institute, held August 28, 
1935, the following applicants for mem- 
bership were elected as active members: 


WILLIAM F. CAREY 
Edgewater Steel Company, Oakmont, 
Pennsylvania. 

JAMES P. CARPENTER 
The Cleveland Union Stock Yards Com- 
pany, Cleveland. 

Puitip H. Coap 
The Cleveland Union Stock Yards Com- 
pany, Cleveland. 

V. F. Covert 
Westinghouse Electric & Manufacturing 
Company, East Pittsburgh. 

WILLIAM HERBERT 
Distilled Liquors Corporation, New 
York City. 

WALTER E. HOLMAN 
National Blank Book Company, Hol- 
yoke, Massachusetts. 

HERBERT E. HOLT 
The Palmer House, Chicago. 

WILLIAM A. KIENZLE 
Staten Island Edison Corporation, St. 
George, Staten Island, New York. 

ELMER L. MACK 
Weston Dodson & Company, Inc., Beth- 
lehem, Pennsylvania. 

JaMes W. MACKIE 
Delaware Electric Power Company, Wil- 
mington, Delaware. 

C. J. MCABEE 
Delaware Valley Utilities Company, 
Philadelphia. 

CLARENCE E,. PACKMAN 
Middle West Utilities Company, Chi- 
cago. 

H. G. PETERSON 
Minneapolis-Honeywell Regulator Com- 
pany, Minneapolis, Minnesota. 

FreD W. SCHULZ 
Community Water Service Company, 
New York City. 

Harry A. SNow 
The Detroit Edison Company, Detroit. 

O. W. STRAUSS 
The Superheater Company, New York 
City. 


T. B. TOMKINSON 
The B. F. Goodrich Company, Akron, 
Ohio. 

MarTIN E. WAGNER 
Graybar Electric Company, Inc., New 
York City. 

EUGENE F. WALSH 
Universal Pictures Corporation, New 
York City. 

PHILIp A. WILLOUGHBY 
John David, Inc., New York City. 


At a meeting of the Board of Directors 
of The Institute, held Thursday, Septem- 
ber 12, 1935, the following applicants were 
elected as active members of The Institute: 
JAMES G. BRIGHT 

Almours Securities, Inc., Jacksonville, 

Florida. 

L. E. BROWNELL 
Sanford Mills, Sanford, Maine. 

H. A. BuscH 
Penn-Southern Power Company, New 
York City. 

LEON O. DUNCKLEE 
Frank G. Shattuck Company, New York 
City. 

CHARLES HARRISON 
The Hoover Company, North Canton, 
Ohio. 

Ray A. LIKLEY 
Chickasaw Wood Products Company, 
Memphis, Tennessee. 

EpwWIN E. SALT 
Art Metal Works, Inc., Newark, New 
Jersey. 

WALTON C. WEATHERLY 
The White Furniture Company, Mebane, 
North Carolina. 





(Continued from page 175) 

the Standard Oil Company of New 
York. He was also director and vice- 
president of that company up to the 
date of its merger with the Socony- 
Vacuum Oil Company, Inc. He 
served as Chairman of the Commit- 
tee on Uniform Methods of Oil Ac- 
counting of the American Petroleum 
Institute. Mr. Durkee’s home is in 
Bronxville, New York. 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


MEETINGS OF CONTROLS 


San Francisco 

San Francisco Control held a meeting 
September 26 at Hotel Stewart. 

Directors of the San Francisco Control 
met August 28, with President J. G. Lar- 
son in the chair, and discussed plans for 
the year which has just opened. It was 
decided that occasionally non-technical sub- 
jects should be scheduled for discussion at 
the monthly meetings. 

President Larson announced appointment 
of the following committees for the year: 

MEMBERSHIP: E. F. C. Parker, Chair- 
man, J. R. McKee, Charles H. Brown. 

ADMISSIONS: Charles A. Smith, Chair- 
man, C. C. Gibson, Edward V. Mills. 

PROGRAM: Edward V. Mills, Chairman, 
C. E. Schink, E. F. C. Parker. 

STANDARDIZATION OF STATE TAX 
Forms: J. F. Garvin, Chairman, J. G. 
Larson, A. L. Bennett. 

ENTERTAINMENT: A. L. Bennett, Chair- 
man, J. R. McKee, Charles A. Smith. 

Pusuicity: J. E. Brokaw (temporary). 


Chicago 

The first meeting of the season of the 
Chicago Control was held October 1, at the 
Palmer House. Mr. Ernest L. Olrich, con- 
troller of Marshall Field and Company, who 
was elected vice-president of THE COon- 
TROLLERS INSTITUTE OF AMERICA at the 
annual meeting of the organization in Sep- 





CERTIFICATES OF MEM- 
BERSHIP DISTRIBUTED 


N response to the announcement 
T that certificates of membership are 
ready for distribution to members of 
The Institute in good standing, 245 
active and associate members have 
made available to the secretary the 
exact lettering which they wish to 
have appear on their certificates. The 
certificates have been prepared, and 
are now in the hands of those mem- 
bers. 

Members who have not indicated 
how they wish their certificates to be 
prepared so far as the exact spelling 
and arrangement of their names are 
concerned, are notified that this 
information should be submitted 
promptly, together with information 
as to whether it is desired that the 
certificates be sent framed or without 
frame. 

The certificates themselves are made 
available to members without charge. 
A small charge is asked for framing. 
The rate of fifty cents for framing will 
be continued in force during October, 
but later it will be necessary to ask a 
higher price for framing, in smaller 
quantities. 








tember at New York City, made a report 
of the convention proceedings. 

Other members of the Chicago Control 
who attended the annual meeting in New 
York City are: Ray W. Dosé, Borg-Warner 
Corporation; A. U. Hunt, Jewel Tea Com- 
pany; Charles C. Jarchow, American Steel 
Foundries; Frank L. King, Continental II- 
linois National Bank and Trust Company; 
Oscar N. Lindahl, Universal Atlas Cement 
Company; and Walter C. Otto, The Wahl 
Company. 

A general program of meetings to be 
held by the Chicago Control during the 
fall, winter, and spring, was considered. 


Pittsburgh 

The Pittsburgh Control met September 
24, with twenty-three members in attend- 
ance. Paul J. Urquhart, newly elected Pres- 
ident, was in the chair. Plans for the com- 
ing season were discussed and President 
Urquhart announced appointment of this 
Program Committee: W. H. Cheffey, W. 
H. Dupka, R. E. Smith, Jr. The Commit- 
tee is to select its chairman. 

It was announced that a joint meeting 
of the Control is to be held with the 
Pittsburgh Chapter of the National Asso- 
ciation of Cost Accountants on April 8, 
1936, which will be addressed by Mr. Mc- 
Donald of Main and Company, on “‘In- 
ternal Auditing.” 

The proceedings of the Fourth Annual 
Meeting of The Institute were reviewed 
by Mr. Urquhart, after which Messrs. Gid- 
ney, Fincher, Seybold, Sheridan, George V. 
Lang, MacLane, Jensen, and W. E. Lang 
gave their appraisals of the annual meeting. 


COLLECTION OF 
RARE BOOKS ON 
ACCOUNTING TO BE SOLD 


Word has come through a member of 
The Institute of a proposed sale of an 
extensive library on accountancy topics. 
The gentleman who owns the collection 
has gathered more than 600 books, which 
were printed between 1525 and 1850. It 
has been pronounced the finest private col- 
lection in the world. 

The owner announces his intention of 
selling the complete collection, as well as 


additional bibliographical and _ historical 
works. He points out that many of the 
universities would welcome this addition, 
but are restricted by limited budgets. 

This announcement is published with the 
thought that it may be of interest to some 
member or members of the Controllers In- 
stitute who are collecting books on ac- 
counting subjects; or to some one inter- 
ested in making a gift of the collection as 
a whole, to some university. 





(Continued from page 180) 

the constitutionality of this Act. I 
recognize the right of the members of 
that association to seek that test. I feel 
that if there is a serious question as 
to its constitutionality, that question 
should be answered at the earliest 
possible moment. It would be regret- 
table if several years of intensive ef- 
fort, to say nothing of the expense, 
were devoted to the administration of 
this Act and to compliance with it by 
the companies and by the Commis- 
sion, only to find ultimately that the 
Act was invalid. The Commission’s 
endeavors in administering the Act 
can be far more effective, can be car- 
ried out with far less friction, with 
far more freedom, and with far less 
pressure, both visible and invisible, if 
this Act is found valid. I believe the 
Commission will do its part toward 
facilitating and obtaining an early de- 
cision as to the constitutionality of 
the Act if such a decision is sought. 

Let me thank you once more for 
the opportunity of coming before you 
again and to express my regret that 
we have such a heavy program that I 
have to run back to work. 
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FEDERAL SocrAL Security Act and Unem- 
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the most important taxes ever imposed. This 
looseleaf Service offers you complete informa- 
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The Controller, October, 1935 


Merger of Two National Bodies of 
Public Accountants Planned 


Merger of the two national organi- 
zations of public accountants is re- 
ported to be near. It is a development 
which has been discussed for more 
than ten years. The Journal of Com- 
merce and Commercial Bulletin, pub- 
lished in New York City, carried this 
article in its issue of Tuesday, Septem- 
ber 17, 1935: 

“Plans are reported advancing for a 
merger of the American Institute of 
Accountants and the American Society 
of Certified Public Accountants, it is re- 
ported in financial quarters. The combi- 
nation would create a single national 
organization of over 3,500 members. 

“The merger would have the effect 
of broadening the scope of both or- 
ganizations. It would provide, in all 
probability, speedier decisions on 
the problems affecting accountants. 
Changes in the technique of account- 
ing would be more uniformly accepted 
if both associations were under a sin- 
gle sponsorship, it is said. 

“The combined organizations would 
maintain an office in Washington 
where both have been active in recent 
months assisting the Government on 
technical matters. 

“Consolidation is not expected at 
once to affect the status of various 
State accounting societies, although it 
is likely that eventually there will be 
even closer contacts between them and 
the national association than now. 
Many members of outstanding State 


societies are already members of either 
or both of the organizations involved 
in the plans. 

“Robert H. Montgomery of Ly- 
brand, Ross Bros. and Montgomery, has 
been nominated for the presidency of 
the American Institute of Accountants, 
and it is reported that he will be likely 
to head the combination which will 
eventually be called the American Insti- 
tute of Certified Public Accountants. 

“Other officers nominated for posts 
in the institute are W. B. Franke of 
New York, vice-president; N. L. Mc- 
Laren of California, vice-president, 
and A. W. Teele of New York, treas- 
urer. Members of Council for the in- 
stitute have been nominated as fol- 
lows: A. H. Carter of New York, 
P. W. R. Glover of New York, J. E. 
Hutchinson, Jr., of Texas, Wayne 
Kendrick of the District of Columbia, 
W.A. Paton of Michigan, M. E. Peloubet 
of New Jersey, and C. O. Wellington 
of New York. All these men are con- 
sidered likely to hold the same posts 
with the merged organizations.” 


To the Editor: 

“I shall be especially interested to read 
the other material in this issue (The Con- 
troller, March, 1935) because my meeting 
with the members of your organization 
resident in the Pittsburgh neighborhood 
gives me a sharper view as to what the 
Controllers Institute of America is and is 
trying to do.” 

RoBERT N. MILLER, 
Washington, D. C. 





ALEXANDER 








on req uest. 


FEDERAL TAX SERVICE 


Comp ete information on all Federal Taxes. Two 
volume, loose-leaf, ring binder Service. ‘Current supple- 
ments report and explain all new tax developments. 
Easy-to-use, up-to-date, low-priced. $35 per year. Details 


THE ALEXANDER PUBLISHING COMPANY, INC. 
|| 60 WALL STREET, NEW YORK, N. Y. 








Officers and Directors 
CONTROLLERS INSTITUTE 
OF AMERICA 


President 


RoDNEY S. DURKEE 
Socony-Vacuum Oil Company, Inc. 
New York City 


Vice-Presidents 


| Witt1AM R. DoreMuS 


Ingersoll-Rand Company 
New York City 

FRANCIS B. FLAHIVE 
Columbia Gas & Electric Corporation 
New York City 

HERBERT A. GIDNEY 
Gulf Oil Corporation of Pennsylvania 
Pittsburgh 

ERNEST L. OLRICH 
Marshall Field & Company 
Chicago 


| HENRY C. PERRY 


The Heywood-Wakefield Company 
Gardner, Massachusetts 
Treasurer 
O. W. BREWER 
American Gas Association 
New York City 
(Note: The officers are also directors.) 
Secretary 
ARTHUR R. TUCKER 


Directors 


| DANIEL H. BENDER 


New York City 

EDWIN F. CHINLUND 
International Telephone & Tele- 
graph Corporation 
New York City 

FRANKLIN D. COLBURN 
The Hegeman-Harris Company, Inc. 
New York City 

DANIEL J. HENNESSY 
Long Island Lighting Company 
New York City 

R. FRANKLIN Hurst 
Plainfield, New Jersey 

ALBERT J. LANSING 
Colgate-Palmolive-Peet Company 
Jersey City, New Jersey 

EarL D. PAGE 
Philadelphia & Reading Coal & 
Iron Company 
Philadelphia 

Leroy V. PORTER 
New York Central Lines 
New York City 

J. CALVIN SHUMBERGER 
Lehigh Portland Cement Company 
Allentown, Pennsylvania 


| BENJAMIN G. SMITH 


New York City 


| J. S. SNELHAM 


The Continental Can Company, Inc. 
New York City 


| JoHN K. THOMPSON 


Erie Railroad Company 
Cleveland 


| F. C. WATKINS 


U. S. Industrial Alcohol Company 
New York City 
H. H. WEINSTOCK 
New York Times 
New York City 



























Institute Literature’ ec F be Ch lo the 
YEAR BOOKS 
The —— agg QLD AND- PRESS 


America s issued three 
Books, dated 1932, 1933, and 1934. 

Members who have not provided 
themselves with copies of the Year 
Books issued prior to the time when 
they joined The Institute, may wish 
to obtain the earlier books. 

They are available, at $1 a copy, 
but the supply is dwindling, and 
those who are interested in obtain- 
ing them are urged to lose no time 
in putting in their requisitions. 

The Year Books form an interest- 
ing historical background of The 
Institute, containing reports of the 
discussions of the members in the | 
earlier days, in which the policies | 
and aims of The Institute were 
formulated; also many _ valuable 
papers, together with lists of mem- 
bers, by-laws, articles of incorpora- 
tion, and other interesting material. 
A complete set of the Year Books 
will be useful to all members. 


Back NUMBERS OF "THE 
CONTROLLER’ 

Publication of ‘The Controller,” the 
monthly magazine issued by The 
Institute, was begun with the Febru- 
ary, 1934, issue. Prior to that time 
occasional printed bulletins and an- 
nouncements had been issued. A 
complete set of issues of "The Con- 
troller’ provides a supplementary pic- 
ture of the development of The In- 
stitute and of its work, as well as a 
series of articles which have been 
pronounced valuable contributions 
to controllership and to discussion of 
the problems of the controller. 

Copies of back numbers of “T/ 
Controller’—with the exception of 
the May, 1934, number, which is out 
of print—are available. Members of 
The Institute who wish to have com- b = h ° d Di ' 
plete files of “Tbe Controller” in their ecause if has increased our Dictators 
libraries, including the numbers ; 
printed before members who have b : ° 
lined within the past eighteen usiness capacity 50%! 
months became affiliated with The 
Institute, may obtain them at the (From Edison Records of the World's Business) phone call completed, the answer or 
_ — i aoe as 2 Crediting Voice Writing with a 50% confirmation is dispatched instantly. At 
copies of each number. increase in the business capacity of thesametime, if samples, price lists, etc. 


_ Provision has been made for bind- his dictators, the President of this areneeded,memosare dictated to men 
ing sets of ‘The Controller” by years, | inti tablish = 2 : : i 
are aus of At = sale: Te lev large prin ing establishment states: possessing the required information. 
stitute also can supply covers for If the Ediphone drew the same salary All information about special jobs is 
eg copies in “% ha ?~ that | draw, the company would still be  voicewritten. Thus, everyone gets writ- 
Amp covers are to a a at $< . . . . 
te. ahead of the game!” ten instructions and copies are filed—a 
“ONE YEAR’s WorK”: “A YEAR A Pro-technic Ediphone stands next system which gains $8,000 per year! 
cm Canemnes" to each dictator’s desk — which means This modern dictation instrument 
that no one wastes a second when probably will increase your firm’s 


These are the titles of booklets ‘ 
issued in August, 1934, and August, there's work to be business capacity 


1935, respectively, in which the ac- | done. Each man : : 50% too! For con- 
tivities of The Institute during the : : ° ae ; 

years named are set forth in con- simply turns to his 70° vincing proof, Tele- 
siderable detail. These booklets may Ediphone 24-hour phone The Ediphone, 


be had by members and others with- secretary,” and talks Your City; or write to— 
out charge, on application, as long : 
.as slowly or as 


as the supply lasts. a2 ‘e ye Br Edi hone 
= quickly as desired. a le 
Q Ediron. 
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ACCOUNTIN 


has kept pace with the 
progress of mankind 





P through the ages, many accounting methods 
and devices have been developed and discarded. 
Prehistoric cave dwellers carved their records on 
crude stone tablets. Ancient Peruvians kept accounts 
by tying knots in strands of cord. The abacus, or 
bead rack, was widely used in China and Japan. 


The more complicated man’s existence has become, 

the greater the need for reliable accounting methods. 

The sputtering quill pen, the letter press and the The quipu is the name 

cumbersome ledger have served their purpose—and —~ Mas of this strange device 
om of knotted cords. It 


was used by ancient 
Peruvians to record 


Today, International Electric Accounting and Tabu- ef. s te i 
lating Machines fulfill the exacting demands of ’ ' erences 

modern business. Through the medium of punched 

tabulating cards, these machines automatically pro- ~ ! aaa ee ee 
vide complete, printed reports. Facts pertaining to Xi af Natural History, Chicago. 
any phase or branch of any business are selected and 

immediately tabulated. The accuracy and speed and 

economy of this method are in keeping with the pro- 

gress and the requirements of present-day activities. 


their time. 


Inventory Aid 


For example, the International Electric Accounting 
Method enables management to keep a_ constant 
check on the material investment. Accurate inven- 
tory data may be obtained at any stated period. 
This knowledge may be secured from a permanent 
installation of tabulating machines, or by employing 
the International Business Machines Service Bureau, 
branches of which are located in all principal cities. 


International Business Machines are serving 

business and government in seventy-nine dif- 

ferent countries. These machines include 

International Electric Accounting and Tabulat- 

ing Machines, International Time Recorders 

and Electric Time Systems, International In- 

dustrial Scales, International Electric Writing : - ‘ ; : 
are ‘oe \ Bedi lai ; 3 Automatically this Inter- 
Machines, Centra ontro adio, Music and ew, national Electric Account- 
Speech Equipment. The International Ticketo- + oa ing Machine provides 
graph and the New Proof Machine for Banks. ead ; detailed business facts 
‘ ees in printed report form. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


GENERAL OFFICES: GE BRANCH OFFICES IN 
270 BROADWAY, NEW YORK, N. Y. “WP ait PRINCIPAL CITIES OF THE WORLD 








a ee et ee” ae 


